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H.R 3153, THE HOME EQUITY PROTECTION 
ACT OF 1993 



TUESDAY, MARCH 22. 19M 

House of Representatives, 

Subcommittee on Consumer Credit and Insurance, 
cobimittee on banking, finance and urban affairs, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:57 a.m., in room 
2322, Raybum House Office Building, Hon. Joseph Kennedy, 
[chairman of the subcommittee] presiding. 

Present: Chairman Kennedy, Representatives Roybal-Allard, 
Purse, Velazquez, Wynn, Watt, Maloney, Deutsch, McCandless, 
King, Pryce, Bereuter, and Lazio. 

Chairman Kennedy. The subcommittee will please come to 
order. 

I, first of all, want to apologize to all of the members, witnesses, 
and members of the audience. I was testifying downstairs at a 
hearing on child sexual prostitution and the chairman of the com- 
mittee and the other members kept asking questions. So I apolo- 
gize, but I couldn't get up and leave. 

This morning, this subcommittee holds its second hearing on the 
serious problem of home lending abuse. This is a problem that is 
national in scope. It affects people of all backgrounds, white and 
black, urban and rural. Tens of thousands of hard-working families 
have become unwitting victims of scam artists and predatory lend- 
ers. They have worked their entire lives to finally own their own 
homes, only to lose them to unscrupulous lenders hellbent on ex- 
ploiting their age or lack of financial know-how. In many cases, 
they have lost uieir savings, their homes, and the peace of mind 
that they earned through years of sweat and toil. 

The subcommittee, as well as the Senate Banking Committee, 
has collected overwhelming evidence of shocking aouses taking 
place throughout the country. We have seen consumers paying 20, 
30, even 40 percent on home equity loans. We have seen consumers 
who are squeezed into paying 25 percent or more of a loan just in 
fees and costs. And we have seen consumers lose their homes due 
to the hidden terms of a loan that are the hallmarks of these mort- 
gage scams: Balloon payments, negative amortization, and prepay- 
ment penalties. 

Our first witness today, Maree Robins, who lives just a couple of 
blocks away from me in Brighton, Massachusetts, is one of the 
thousands of homeowners in my State who became trapped in a 
spiral of debt by unscrupulous loan sharks. Ms. Robins, we wel- 
come you here today, and thank you for coming. 

(1) 
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At one point, she was supporting her disabled and now, I am 
sorry to say, deceased husband as well as her developmentally dis- 
abled son on an income of $2,563 a month, paying $2,150 of that 
amount for a home equity loan. That is about 84 percent of her in- 
come. And if that isn t loan shark underwriting, then I don't know 
what is. 

All told, she was forced to refinance 11 times, each time payine 
thousands of dollars in prepayment penalties, broker fees, and 
other outrageously inflated costs. 

H.R. 3153, the Home Equity Protection Act, was introduced to 
make sure that what happened to Marge Robins does not happen 
again to anv American homeowner. Its goal is simple: To curb the 
abuses in the home equity market without curbing the ability of 
that market to provide valuable refinancing and financing options 
to consumers. 

Since introduction, Fve consulted with members of both sides of 
the aisle, and I have also heard from several responsible industry 
members who acknowledge that abuses in the market must be 
stopped. A number of constructive suggestions have been put for- 
ward which I believe will improve the Dill's ability to meet its goal. 
It is my intention to offer these suggestions in an amendment 
when the subcommittee marks up this legislation. 

I particularly want to thank Chairman Flake, Mr. LaRocco, Mr. 
Fields, Mr. Watt, Ms. Furse, Ms. Roybal-Allard, and Mr. King for 
their input. I also want to recognize the constructive role playea by 
Household International, Beneficial Management, Fleet Fmance, 
and the AARP. These organizations have all written in support of 
H.R. 3153, as I would hope to amend it. Copies of their letters are 
on each members' desk. I would also ask unanimous consent that 
these letters be made part of the record. 

[The letters referred to can be found in the appendix.] 

These changes will not erode the fundamental consumer protec- 
tions of the bill. On these there can be no compromise. First and 
foremost, consumers must get full disclosure of the risks of high- 
cost home equity loans, including notice that they could lose their 
home and might be able to find a cheaper loan. 

Second, the bill prohibits lenders from taking advantage of a con- 
sumer's age, lack of financial know-how, or physical and mental 
infirmities. 

Third, Uie bill assigns liability for those loans to the mainstream 
lenders who often buy them. Under this provision, these lenders 
will no longer be able to wash their hands of the fraud and deceit 
used by brokers or finance companies who make the loan in the 
first place. 

Finally, where consumers are paying more than 50 percent of 
their i ome for a high-cost loan, the bill outlaws the practices that 
are mo of fi used to rob people of their money and their homes. 
The :ices include balloon payments, negative amortization, 

pre] in m penalties, and refinancings at higher rates. I am hope- 
fiil u 1 th f aPt changes we can oring a well-balanced bill to 
con I Senate. It is critical that we act now to stop 

the mo ;hat have turned the American dream of home 

ow bmare for tens of thousands of families. 
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I again apologize to all of the members and the witnesses in the 
audience for being late, and I recognize Mr. McCandless for an 
opening statement. 

[The prepared statement of Chairman Kennedy can be found in 
the appencBx.] 

Mr. McCandless. Thank you, Mr. Chairman. I want to thank 
you for holding this hearing this morning on H.R. 3153 instead of 
moving directly to mark up, especially considering your bill was not 
yet introduced when the subcommittee held a hearing on the issue 
of reverse redlining over a year ago. 

I am encouragea that you are holding a hearing this morning, 
and that you have indicated that you will make several helpfal 
changes to the bill. 

I must admit that I still have several reservations regarding the 
legislation. First, I am concerned with whether this bill is really 
necessary considering the laws that are already on the books. 

For example, the Real Estate Settlement Procedures Act as 
amended by the Housing and Community Development Act of 
1992, now covers second mortgage loans as well as first mortgage 
loans, and will soon require mortgage brokers to make many of the 
same disclosures that would be required under this bill. 

Further, many States, including California, already have sophis- 
ticated statutes to protect borrowers. 

Second, I am concerned that some of the financing mechanisms 
that this bill would prohibit might actually perpetuate the credit 
crunch. We must be careful not to inadvertently constrict the avail- 
ability of credit in our zeal to stamp out predatory lending 
practices. 

Third, I am concerned with some of the bill's provisions which 
could spark litigation if not adequately clarified. Our objective 
should be to eliminate reverse redlining, not to threaten legitimate 
lenders with vague legal liability. 

I take your time to mention my reservations in the hope that our 
witnesses will be able to address them in their comments this 
morning. 

Thaim you, Mr. Chairman. 

Chairman Kennedy. Thank you, Mr. McCandless. Mr. Watt. 

Mr. Watt. Mr. Chairman, in light of the lateness of the start of 
the hearing, I will forego any opening statement. 

Chairman Kennedy. Thank you very much, Mr. Watt. 

Mr. Bereuter. 

Mr. Bereuter. Mr. Chairman, I will also forego and look forward 
to the testimony. 

Chairman Kennedy. Thank you very much. Mr. Wynn. 

Mr. Wynn. Thank you, Mr. Chairman, I will also forego an open- 
ing statement at this time. I would like to reserve the right to 
submit it. 

Chairman Kennedy. Without objection, so ordered. 

Mr. King. 

Mr. King. Mr. Chairman, I want to commend you for holding the 
hearing and like the other members I look forward to the 
testimony. 

Chairman Kennedy. Thank you very much. Ms. Roybal-Allard. 
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Ms. RoybaLtAllard. I request unanimous consent to submit my 
comments for the record. 

Chairman Kennedy. Thank you very much. Without objection, so 
ordered. 

[The prepared statement of Lucille Roybal-Allard can be found in 
the appendix.] 

Chairman Kennedy. And Mr. Lazio. 

Mr. Lazio. Thank you, Mr. Chairman. I also would forego and 
welcome the witnesses as they testify before us. 

Chairman Kennedy. Thank you very much. Ms. Velazquez. 

Ms. Velazquez. I ask unanimous consent to submit my 
testimony. 

Chairman Kennedy. Thank you very much. Without objection, it 
is so ordered. 

[The prepared statement of Nydia Velazquez can be found in the 
appendix.] 

Chairman Kennedy. With that, I want to thank the members of 
the panel for their opening statements and we look forward to di- 
rectly hearing from our witnesses. 

Our first panel of witnesses has already been seated at the table. 
We want to thank you for being here this morning. 

Your entire written statements will be submitted for the record, 
so I would ask you to limit your oral statements to 5 minutes and 
to summarize your testimony in the interest of time. 

Marjorie Robins is a resident of Brighton, Massachusetts. In 
1984 she received a loan for $37,500 to make home repairs. This 
loan was refinanced 11 times and mushroomed to $161,000 in 
1992. At one point during this time her loan payment exceeded her 
monthly income. 

Ms. Kobins, I know this is a difficult story for you to tell. We 
very much appreciate your willingness to share your story with us 
to try to protect others so that they don't fall into the same kind 
of circumstances that you found yourself. 

The reality is that what happened to you has happened to 
thousands of other people across our countnr even in our own 
hometown. Therefore, we need to enact this legislation and your 
testimony is critical to bringing home the importance of these pro- 
tections, so we thank you and we wish you to go ahead and make 
your oral statement. 

STATEMENT OF MARJORIE ROBINS, A RESIDENT OF 
BRIGHTON, MA 

] 1. Robins. Thank you, Mr. Kennedy, and I also believe that 
y ed this legislation because I wouldn't want anybody to go 

thr< gh what I went through. It was a terrible, terrible experience. 
( rman Kennedy. Ms. Robins, could you pull that microphone 
1 II < se to you? 
ji 1. . >BINS. It was a terrible, terrible experience and I wouldn't 
lyone else to have to go through what I went through. I lost 
lole life. I lost my husband. I lost mv house and I had to buy 
and I will tell you from the start wnat happened. 
1 11^ in B: on. I am one of your constituents. I live there with 
' J I ir-o ^ftlopmentally disabled son. He lives on the third 

iioor I apartment up there. 
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He helps with the mortgage. He gets a disability check and he 
also works part time and brings in a small amount of money, which 
in turn helps to pay the mortgage. 

I work part time for the Boston School Department in a cafeteria. 
I had to cut down my hours because my husband was sick and I 
was sick also. I only make $164 a week — that's before taxes— and 
brfore my husband took sick, my husband, Gary, was a self- 
employed cabdriver who leased a cab until he had part of his foot 
amputated and prior to his illness he made between $150 a day 
working 12-14 hours a day in order to pay this. 

We also get rental income of approximately $800 a month for my 
first-floor apartment plus a Social Security check for a total income 
of $2,563 a month, less than half of what we got, as you said, be- 
fore my Gary took sick and passed away. 

We paid off the original mortgage m 1983. We originally pur- 
chased our home in 1966 for $28,500. We refinanced a small 
amount remaining balance that we had. In 1983 we had 5 years 
left to go on our mortgage and we had to refinance because the city 
of Boston's Inspectional Service Department had cited us and 
wanted us to do repairs on the house to bring it up to housing code. 

My brother-in-law, who had a mortgage with Financial Enter- 
prises, told us about Financial Enterprises and introduced us to the 
gentleman who was the, he was the president and he since has be- 
come the vice president, and the first loan we got from them was 
in 1983. You said 1984 but it was in 1983. We paid off our mort- 
gage, first mortgage, and borrowed $37,500 at a rate of more than 
16.5 percent and tney began to call us repeatedly and keep asking 
us after I had this loan to refinance. 

During the course of the years we refinanced 11 times to put up 
new storm windows, fix porches, gutters, roof, painted, caught up 
on back taxes which we fell behind because of the big payments, 
caught up on excessive water bills and medical bills. Along with my 
husband Deing sick, my son was bom with many medical problems 
and he had five operations and we had to back those and were 
being done by Children's Hospital of Boston and Doctors and we 
borrowed money to pay out because we had no Blue Cross at that 
time. We couldn't afford to pay it. 

No one ever told us that each time we refinanced they were 
charging us the penalty to pay off the old loan. We also did not see 
that they were charging attorney fees of many thousand dollars 
through the refinancing. We found out later that these attorney 
fees were going to the president of the company. I mentioned his 
name before. He was the company attorney. 

In June 1990, we also found out, I found out by accident that Fi- 
nancial Enterprises had us sig^^ a refinancing agreement including 
a quick claim deed in Financial Enterprises^ name, which meant 
that we did not own the house, that Financial Enterprises owned 
the house and the only way we could get it back was to pay off the 
entire mortgage. 

My husbcmd almost went out of his mind when he heard this and 
we tried to refinance. At this point we were having a hard time 
making the payments. I think tne payments were $1,900. We were 
still having a hard time, and I never realized it, with the 
prepenalty clause until one day I came home from work and my 
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Ms. Robins. We were told of another organization, the Victim 
Resolution Program, run by the bankers of Massachusetts but they 
turned us down flat too because they didn't want to deal with an 
out-of-State bank. 

They referred us to Norma Moseley, an angel. She is head of the 
Ecumenical Social Action Committee in Boston, who took us in 
hand. Norma had me contact a lawyer who also has since been dis- 
barred, a Donald Brown, who contacted Advanta Mortgage and 
threatened them with a lawsuit, a 51(a) or something uke that. 
More legal fees, though, and more money involved. 

I had to scrape together $3,000 or more to send to— I don't re- 
member the exact figure because by this time I was, we had no 
savings and I had to scrape and scribble the money together and 
this held off a foreclosure for 2 more months to come up with some 
sort of plan. 

We didn't know what we were going to do. That is when Norma 
and her staff went to work. They contacted the Shawmut Bank of 
Boston, who had the house reappraised — I'll remind you we had 
lust had the house reappraised 2 years ago— and the appraisal we 
had received in September 1990 was $302,000. When the appraisal 
was done again by the Shawmut Bank, it had gone down to 
$200,000. 

The cit^ had another appraisal for tax purposes which was high- 
er than the appraisal of the Shawmut Bank so I actually was pay- 
ing taxes on $269,000 and the bank said my house was only worm 
$200,000. 

When all was finally realized, it would take a minimum of 
$161,000 to buy back my house, which was sold while we were sit- 
ting on the firont porch watching Colonial Bank's lawyer, sitting 
downstairs in his Mercedes Benz all bv himself, saying that my 
house had been sold, the mortgage had been forecloseoT He even 
had the nerve to call me on the telephone and tell me that my 
house had been sold, that he had had an auction, lliere was no one 
there except him. 

Sitting here, writing this, I just hope that what I say today will 
prevent this from happening to anybody else. My husband and I 
felt deserted. Shawmut Bank refinanced our mortgage, buying back 
our house for $161,000, paying my back taxes which came to a con- 
siderable amount, gas bills, water bills — I had a $3,000 electric bill 
because I couldn't pay it because I had put all money into lawyers' 
fees, bankruptcy fees, scraping monev together to foreclose a mort- 
gage which I never got back during the 2-year fig^t we had to hold 
onto our house. 

I thank God for people like Norma Moseley, Kathleen Keest, and 
the other people at ESAC. We now have a mortgage of, if^s still 
hig^, of $1,317 a month, but it includes the principal, interest, and 
taxes. 

The toll it took on me was indescribable. We signed this mort- 
gage in October 1992, but my husband couldn't go on anymore. He 
took very sick and he went into a coma in December and he was 
in a coma firom December until May and he died in May 1993. 

I just hope that my stoiy will help and it won't happen to any- 
body else again. That s all I can say. 
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I am very sorry for breaking down. It is a very emotional time 
for me. 

[The prepared statement of Marjorie Robins can be found in the 
appendix.] 

Chairman Kennedy. Ms. Robins, please. That is as moving a 
statement as I think I've heard. I guess as my grandmother would 
say, *With what you have gone through, you could probably get 
more souls out of purgatory than just about anybody in this room." 
If you get a chance, you say a prayer for me because you could 
probably do more for us than just about anybody. 

I do appreciate your willingness to come and share your story 
with us. I know it is very hard to do. 

Ms. Robins. Thank you. 

Chairman Kennedy. But it is a really important thing that you 
have done today. I can assure you, as I am sure other members of 
this subcommittee can, that we will do our best to make sure that 
what happened to you does not happen to others. 

I know Norma well. She is a good person. She is a caring person. 
I am glad that you found her and that she has been able to provide 
you with some help and assistance. 

It sounds like you still have a lot of money that you are paying 
out every month, but it sounds like at least you are on a tracK 
where you can begin to see a little light of day. 

Ms. Robins. I manage. But it is hard. 

Chairman Kennedy. I am sure it is, ma'am. 

Well, if we can help you out with your fuel bills or any other is- 
sues that you are dealing with, you give my office a call and we 
will try to help you. All right. 

Ms. Robins. Thank you, very much. Thank you for allowing me 
to testify. 

Chairman Kennedy. Thank you, very much. 

I want to take this time to acknowledge the fact that a group of 
50 other victims like Ms. Robins have joined with us. Their min- 
isters are here. Some of their elected officials are attending our 
hearing Uiis morning. 

This group, the Citizens Addressing Public Services, was founded 
last year by a minister in Augusta, Georgia, the Reverend Minnie 
Davis, who became concerned when members of her congregation 
lost their homes to lending companies. 

The group rode the bus all night up from Georgia to make their 
presence felt at this hearing this morning. I want to read a quote 
from R;everend Davis. It says, ''I know these rooms are easily filled 
witih hig^-priced lawyers doing the work of money lenders," said 
Reverend Davis. "It is time members of the Congress see the folks 
who are hurt by these big banks and finance companies." 

Well, Reverend Davis, I want to ask you and your group to 
please stand up. We want to give you a little round of applause 
here today. [Applause.] 

Thank you again. Reverend. 

Our next witness is Kathleen Keest who is a staff attorney with 
the National Consumer Law Center, which is a nonprofit organiza- 
tion representing the interest of low-income consumers. 
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Ms. Keest specializes in Federal and State credit regulation. Ms. 
Keest, I know that I speak for all of us when we say that we are 
looking forward to your testimony. Please proceed for 5 minutes. 

STATEMENT OF KATHLEEN KEEST, STAFF ATTORNEY, 
NATIONAL CONSUMER LAW CENTER, BOSTON, MA 

Ms. Keest. Thank you, Congressman. 

I wanted to start out by saying that since we work with attor- 
neys all over the country, we are in a position to tell you that Ms. 
Robins story is not the only one out there, and Massachusetts is 
not the only State out there from which these stories come. Massa- 
chusetts and Georgia are not the only States out there from which 
these stories come. 

These stories come from California with all of its sophisticated 
consumer protection legislation that you mentioned. To our testi- 
mony, we have appended an example of one really gross loan of a 
mere $7,500 which had 21 points, and then the equivalent of an- 
other 21 points added on in charges, which really made the effec- 
tive rate of this loan a 30-percent loan. 

They come from virtually every jurisdiction except Texas, which 
is the only State which really tightly limits nonpurchase home 
mortgages. Consequently, Texas is aSout the only place that we 
haven't seen these problems from. 

I want to make it clear that you should not be concerned about 
a credit crunch because we are not talking about legitimate lending 
here. I had the privilege of serving on some committees with some 
bankers, including James Fletcher, who is a nationally known and 
nationally respected lender. 

I remember one day when these thins^ were in the press. He 
came in and he said, 'This isn't credit. This is theft." That is what 
we are trying to stop here, not stopping legitimate lenders. That is 
what Eugene Ludwig says as well. 

Bjr way of backgrouna, I want to make a couple of points which 
at nrst might seem contradictory, but they aren't really. First is 
that since 1980 and deregulation, foreclosure rates have gone up 
about 200 percent. These kinds of loans — ^beine foreclosed directlv 
or forcing other people's first mortgages into default are no small 
part of that reason. 

Second, despite the fact of that increase in the foreclosure rates, 
these loans are still virtually no-risk credit. Ms. Robins — ^her lowest 
appraisal was $200,000. That was the lowest time, and at points 
I think it was up to $300,000. But the highest loan was only about 
$113,000 at 20 percent interest. These are no-risk loans. 

One of the things that I think it is very important for us to re- 
member is that the majority of these loans are paid and that even 
when there is foreclosure, these loans were built up from $30,000 
to $130,000, with far more smoke and mirrors than they were with 
real investment that the lender loses. 

I want to point out first that there are about three myths that 
I diink we need to get out of the way, things that we hear in oppo- 
sition to this bill. "One is the borrower has got the money." That 
b nee ily true because these lenders are alchemists, it is 
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Second, they signed the papers. They must take the responsibil- 
ity. It is not that simple. Third, ''they are risky loans. There is no 
otiier credit available, so they are doing a service." 

Last night I heard a news report saying that John Migor had 
had a meeting with Ian Paisley and he was forced to sav ''Rub- 
bish." That is sort of what I feel about that argument as well. 

I just met Ms. Robins for the first time this morning so I haven't 
had a chance to look at her papers. But I can tell you we are famil- 
iar with this particular company. Exhibit 4 gives you an example 
of the way that this lender worked: Flipping a loan seven times in 
3 years with an individual, where through the imposition of pre- 
payment penalties and new charges, those loans, none of which 
were greater than 18 percent, actually yielded an effective 38 per- 
cent loan. 

I would love to have the opportunity to look at Ms. Robins loans 
and show you how much money she got and to see how much of 
that mortgage that she is paying was smoke and mirrors. 

We did a handout early today called 'Would you Buy a Used 
Loan From This Person?" which just takes this California loan ac- 
tually, that we used, to show how these fees burgeon. 

I am not going to walk you through it, but I urge you to look at 
the arithmetic to see how, for no increase in money the borrowers 
can end up with a loan principal upon refinancing or foreclosure or 
whatever that is twice as much as it should have been simply be- 
cause of the smoke and mirrors. 

The primarv thing that I think it is important for you to remem- 
ber is througn the points, through the bogus and outrageously in- 
flated fees, through brokers fees, through credit insurance pre- 
miums — ^all of these things — ^then the 20 percent interest on this 
grossly inflated principal — that's how these loans grow with smoke 
and mirrors. That's how these guys operate as alchemists. 

The result is a huge lien on these homes without any real invest- 
ment of their own at risk, or with very little. 

As far as the second argument about taking responsibility, I 
think at a time — ^if you see tnese loans, they are 40 pages and only 
2 or 3 of those are the legally required, the government-mandated 
disclosures. They are the only ones with any information on them. 

On top of that, we have a recent survey that indicated that 40 
percent of adult Americans are functionally illiterate, which should 
make us stop and question the usefulness of relying on disclosures 
only. 

Then 72 percent of the people in a recent survey that the 
Consumer Federation of America did, could tell you what the let- 
ters "APR" stood for, but only half of them understood what it 
meant. 

Add to that the fact that many of these loans, if not most, are 
targeted at the most vulnerable people. We had one person, one at- 
torney, that we worked with who surveyed the records in one coun- 
ty of one of the high-rate lenders there; 60 percent of the clients 
were Afirican-American and 100 percent were elderly. 

I think these things are what you have to keep in mind. 

I wanted to say a few things about three or four of the most im- 
portant parts of these bills, one of which is that RESPA does n 
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These systems have also enabled us to significantly lower our costs 
of doing business. 

This capability has helped us seek out new unserved credit cus- 
tomers. In 1992, we began an effort to specifically tareet the first 
and second generation Hispanic population. We began tnis effort in 
Texas and California. Because of the success of the program, we 
have expanded our presence in those States and moved into Dlinois 
as well. 

This year, we plan to expand our focus to the top 25 branch 
oflSces found within the densest concentration of Hispanic 
populations. 

Last year as part of a planned return to the inner cities, we 
opened an office in the riot-affected area of Los Angeles. We have 
been amazed at the response. This branch is growing faster than 
our typical suburban units and the quality of our customers is on 
a par with suburban credits. 

Our second inner-city office will open in South Jamaica, New 
York, very soon and three more will open this year. The Hispanic 
offices and the inner-city branches are managea, staffed, and sup- 
ported by HFC personnel of ethnic and cultural affinity to the peo- 
ple that they serve. We strongly believe that this is the secret of 
their success. 

Now, I want to make clear that we are not doing this out of al- 
truism. We are doing this because, now that our costs are in Une, 
there are profits to be made in servicing these markets. 

Our experience in these offices and our other offices serving blue- 
collar communities of America is what brings us here today. We 
share the horror of the subcommittee over the abuses that were un- 
covered in Georgia and elsewhere. We, of course, would have hoped 
that market forces would have prevailed to protect the vulneridble 
individuals cited throughout these and your earlier hearings. But 
they did not. And we recognize that Congress, and this subcommit- 
tee in particular, was forced to act. 

We are satisfied that you propose to act temperately and in a 
fashion which will not have the effect of reducing access to credit 
for those you wish to protect. You have targeted the areas of abuse 
and that is wise. You have decided to focus upon disclosure rather 
than restriction and prescription and that is prudent. You have 
held the end lender accountable, so long as he is not himself 
defrauded, for due diligence in what he buys and that is not 
unreasonable. 

Mr. Chairman, by these actions you have demonstrated that you 
wish not only to eliminate abuse but also to allow and encourage 
the market to provide credit access to those who need it. In that 
vein and within that tight framework, we support your effort. 

Thank you. 

[The prepared statement of Robert E. Elliott can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much, Mr. ElHott. And I 
am sure glad tl I didn't gavel you down. I just wanted to make 
sure all of you jard that. Proposal to act temperately, prudently. 

I thought he I it right there. Big Al, what do you think? 

Mr. McCandi 3. Are you from Massachusetts? 

Mr. Eli ur. [Laughter.] 
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Although I once passed through there. 

Chairman Kennedy. We would welcome him. 

Our final witness is going to be introduced by Mr. Peter King. 

Peter. 

Mr. King. Thank you, Mr. Chairman. 

Mr. Chairman, Harry Kutner is a long-time fiiend of mine. As 
a matter of fact, he and I worked in the same law office over 20 
years ago. He is today one of the leading attorneys in Lonc" Island 
and New York. His father is a very respected member of tne New 
York State Supreme Court. 

He does a tremendous amount of pro bono work, he is active in 
CathoUc Charities matters, he works with the poor and the impov- 
erished. And on this issue, Mr. Chairman, I have to say he is with 
you and he is very seriously an outstanding lawyer and a very 
dedicated person. I am very delighted to welcome Harry Kutner to 
the subcommittee. 

Chairman Kennedy. Terrific. Thank you. 

We look forward to your testimony, Mr. Kutner. 

STATEMENT OF HARRY KUTNER, ESQUTOE, OF MINEOLA, NY 

Mr. Kutner. Mr. Chairman, Mr. McCandless, other members of 
the subcommittee, thank you, Mr. King, for the kind words. I am 
a lawyer, I am not disbarred and I am not a crook, I hope. Thank 
God — ^it is unfortunate for the attorneys in general that so few get 
so much publicity. But there are many, many attorneys out there 
who do a tremendous amount of work for people the way it was 
supposed to be done and that's in an unsung fashion. 

tfnfortunately, Ms. Robins's story is not shocking to me and not 
shocking to anyone in the field. It touches every congressional 
district in this country, possibly except for Texas, as Ms. Keest 
related. 

I have been in touch with many, many attorneys since I first 
came into this a number of years ago. And, unfortunately, it is not 
limited by race or background; it is more or less limited to eco- 
nomic and socioeconomic factors. 

You find that a certain type of individual, home improvement 
contractor, not content with tne good old-fashioned American work 
ethic, decides to get rich quick and therein lies the beginning of the 
end for all of these homeowners. They quickly find birds of their 
own feather and unscrupulous financiers who have the ear of either 
le^timate banks through illegitimate means, such as commercial 
bribery, or unwittingly duped banks. But the banks also are there 
to be duped because tney aon't ask questions that should be asked. 

What I would like to address my oral remarks to— I have submit- 
ted the written remarks, unfortunately, in the wrong fashion, be- 
cause I have had no experience in this field. I thought it was sup- 
posed to be in the third person. 

But what I would like to submit to you is that the concerns of 
Mr. McCandless and other members who might have some reserva- 
tions about the bill I believe are misplaced. As Mr. Elliott showed, 
it would not hamper commerce because these loans that are sought 
to be prohibited are loans which should not be made. And either 
the investors of the individual banks or the taxpayers in the 
United States end up picking up the tab. 
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Bank Atlantic down in Florida was heavily involved in the class 
action, which I am helpine to prosecute. They were tapped for the 
tune of $50 million. Thars $50 million, by an unscrupulous fin- 
ancier up in Long Island who is now into his third incarnation. He 
started out as Northeast Credit — ^Nortiieast Holding Corp. The 
family name is Beyer, B-e-y-e-r. And, as an example, I have a set 
of loan documents which, before he refined the scam, show that 
they are all signed in blank. So the concerns that the disclosures 
are already covered by existing legislation is and is not true. 

To a certain extent, these individuals will get around some of the 
laws that you pass no matter what you do by duping the innocent 
homeowner. But if you put an incentive or a disincentive in there 
for the legitimate bank to take the loans that they should not be 
buying for — ^because of the uncreditworthiness of the individuals, 
then at least you are starting to curtail the practice, and that's 
where the secret lies. 

Here you have the disincentives such as the eliminator of holder 
in due course status. We faced that defense in our class action, al- 
though it won't hold because we have information fi*om the Secret 
Service and the U.S. Attorney's Office in Fort Lauderdale that a 
bank loan officer at Bank Atlantic at least was compromised. 

But if a legitimate banker sees a loan which is running, in our 
cases, between 19.88 and 24 percent when the market rate is 12 
percent, which to anybody who has any familiarity with home im- 
provements is extremely exhorbitantly overpriced, the flag should 
go up, bells should go off. Why do people need loans which require 
negative amortization, exhorbitant interest rates, and balloon pay- 
ments? It's because they can't get legitimate credit elsewhere. 

And the reason it seems that they can't get legitimate credit is 
because they are bad credit risks. That's where the scam lies. What 
they do is tney chop the loan and the illegitimate spread between 
the market rate and the actual rate that the loan is made at does 
not go to the banker to cover the increased risk of making a loan 
to somebody who might otherwise be uncreditworthy. What is done 
is it is divvied up by all of the pirates, the home improvement con- 
tractors, the unscrupulous financier, and the possible compromised 
bank official. They divvy it up. It is called in their parlance ''the 
chop," and that word is in — ^is a word of art among these people. 

They chop the loan and they discount it according to the dif- 
ficulty in getting some bank to buy the loan eventually. The way 
they do it is they bring in such as a Mrs. Berger. Mrs. Berger was 
older than Mrs. Robins. She was blind, diabetically cripplecL and 
confined to a wheelchair. The lady was, in a true spirit of ecu- 
menism, serviced by Catholic Charities. She was a Southern Bap- 
tist a a Jewish lawyer brought her to me. 

V [ together and, because of my background and one 

t T e ing a home improvement contractor who went fi*om 

:itin sinessman to going into this scheme and de- 

1 n. I believe ne and the Beyers were the ones who initially 

diis I I in the late seventies and early eighties and it 

I p acn the country. 

1 ] ^ iting him. And I was able to tell these indi- 

vidi aidn't realize such as a $5,800 contract price 
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which already was probably 50 percent exhorbitant was changed l^ 
adding a 1 after they left the home to $15,800. 

The fact that they charged Mrs. Berger, who couldn't get around 
except in a wheelchair, $9,350 to put a 10 by 12 deck on the out- 
side of her house that is inaccessible from the interior of the home. 
You have to go down four front steps, around a dirt yard, and up 
four more steps to get onto this deck. The deck doesn't even have 
concrete footings. It was whipped up in about 4 to 5 hours l^ four 
or five workmen. Even lawyers wouldn't put up decks that way, 
Mr. Kennedy. 

Mr. Beyer, in developing this scheme then changed the name 
from Northeastern Holding Corp., back in the late seventies and 
early eighties where they preyed primarily on people in South Ja- 
maica, to Sterling Resources and tried to spiff up their image b^ 
taking a spiffy name. And had, instead of individual forms which 
were not tied together, had a packet. And this enhanced the fraud. 
Because what they did is the home improvement contractor would 
just drop diis in front of the Mrs. Berbers of the world, whip 
through it, and have them sign and tell tnem it was just a credit 
application. And they'd say, Mrs. Berger, if we can get your credit 
approved, you're eligible for the Federal program. This was the 
common scam. We've had two salesmen explain it to us who have 
had to have their identities concealed. 

The Federal program starts to ring sometimes in some commu- 
nities. And they were told that there was money out there. Federal 
money to make available to these people 2 percent interest rate. 
And that thereby by combining the existing mortgage, possibly 
some credit card debt, maybe a couple of car loans, or oilier exist- 
ing debt, their new payment would be less than the existing 
payment 

Unfortunately, for Mrs. Berger, she ended up with paying 73 per- 
cent of her monthly income, $1,031.12 out of a montly pension, 
black miner's lune pension, of $1,812, on which she had to support 
a retarded granddaughter and brain-damaged great-granddaughter 
on a measley $480 a month. She had to pay the highest utility 
rates in the country from LILCO, she had to pay mecUcal bills for 
her diabetes, she had to buy food, and all the rest. If it wasn't for 
the charities groups, she would not have made it. 

Mortgages are hidden in here. They're simed in advance in 
blank. All of the RESPA forms are signed in blank. All of the com- 
pletion certificates are signed in blank. The 3-day notice of rescis- 
sion is signed in blank in advance. And not just once. 

From a lucl^ happenstance, some person who saw the publicity 
about our suit called and told us that he had come upon some 68 
cartons of records from Sterling Resources. We have all of the 
records from Harbor Crest and Sterling indicating everything we 
say is true. Multiple blank packets of papers signed sitting in with 
multiple contracts. 

Mrs. McKay is another example. Mrs. McKay now lives in one 
room. She has brain cancer, heart problems, liver cancer. She 
owned her own home. She raised successfully three or four children 
who graduated from college. She is a black lady from Freeport 
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She raised the three older children but her youngest is now, I be- 
lieve, attending the University of North Carolina on a track 
scholarship. 

She and her daughter in her daughter's senior year had to sleep 
in a room on a cot and a reclining cnair because uiey were thrown 
out of their home. She is unable to travel here today because of the 
multiple illnesses associated with her. 

I can show the subcommittee mortgages, plainly labeled "mort- 
l^age" signed in blank. This is not unusual. This is the rule. This 
18 the way it's done. 

This form plainly labeled "mortgage" is buried within the t^ical 
pack. And the contractor just lifts the bottom and says, sign here, 
sign here, sign here, and you noticed they're all marked m X. So 
the places are already premarked and the people are just shuffled 
through it. 

It is a scam which can be eliminated and the first step is this 
bill, Mr. Chairman. This bill will help in that it will make some 
of die banks who might otherwise be tempted to buy loans which 
shouldn't be made to thinking twice about it. 

It also is a first step because I believe the other items I have — 
the other remedies I have proposed will address the ills on the 
home improvement contractor end. Because they take the assets, 
hide the assets, and then they are unreachable. 

I thank you very much, laaies and gentlemen, for the opportunity 
to make these remarks. It has been a long time coming, 3V2 years 
since we started this class action. And we tried not only to rep- 
resent the individual people but hopefally to stop it and seeing a 
Greek mythology in a Greek frustrating tragedy that it's becommg 
more and more difficult. They just change their names and start 
business anew. 

Thank you, Mr. Chairman. 

[The prepared statement of Harry Kutner can be found in the 
appendix.] 

Chairman Kennedy. You provided excellent testimony this 
morning, and I appreciate it. 

Due to the fact that others have waited longer than I did, I just 
wanted to ask a general question that mayoe the three of you 
might respond to, and that is the relationship between legitimate 
firms, whether it be Household, Beneficial, and specifically some of 
the migor banks, and mortgage companies, and the difference be- 
tween the legitimate roles of mortgage companies, and the illegit- 
imate activities that all of you see each day in your day-to-day 
work. 

I want to try to make certain that the legislation that we are 
taUdng about gets at whether or not these practices will continue, 
and most importantly sets at the relationship that exists between 
legitimate lenders and the illegitimate activities that you have 
encountered. 

Mr. Kutner. It would put a very substantial chill on legitimate 
lenders buying th 1 loans where they are subject to hold the elimi- 
nation of the ho in due course defense. 

In my exam e 1 told you about Flushing Federal Savings which 
col d in t or nal scam when I was representing the home 
im o' I c, and then I withdrew. That was a situation 
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where the bank president and other members of the bank were 
compromised, were bribed, to buy these bad loans. But if th^ paid 
value, ostentatiously at least on paper, they could feel insulated 
from the homeowner and then foreclosed. 

Chairman Kennedy. Mr. Kutner. 

Mr. Kutner. Sure. 

Chairman Kennedy. What I am really driving at is certainlv you 
are goine to be able to cite examples wher^ a bank was bribed? 

Vfhat I am really driving at 

Mr. Kutner. It is a legitimate bank? 

Chairman Kennedy. Yes. More legitimate institutions that aren't 
bribed at all. 

Maybe, Mr. Elliot, you might have a thought about this. 

Mr. Eluot. Yes. what happens when legitimate lenders get in- 
volved with these guys is that they forget that when you lie down 
with doep, you get up with fleas. And the way you can tell the dogs 
is that tney dont have any money. 

One of the most effective aspects of the bill is the elimination of 
holder in due course. It will have the appropriate effect, I believe, 
of ensuring that these guys don't have any money. I mean, they 
will have no place to sell their loans. If they have to fund these 
transactions tnemselves, it won't happen. Despite the fact that an 
awful lot of income is peeled off in the contract, there is still some 
money that has to change hands. 

Without the availability of funds by the sale of these loans, these 
guys are out of business. And it is not unreasonable to ask legiti- 
mate lenders to do appropriate due diligence as to who they get in- 
volved with. 

And it is clearly reasonable to have a legitimate lender who then 
chooses to pass on those credit extensions — ^in mortgs^e based secu- 
rities, for example — to do his own due diligence betore he passes 
them on. 

Chairman Kennedy. If you take an instance such as Fleet that 
had its own finance company that enters this marketplace because 
they figure they can make money at this. 

Mr. Elliot. Sure. 

Chairman Kennedy. If they are only going to make loans to peo- 
ple with good credit, they figure there's a whole marketplace out 
there that they are not taking advantage of, then how do you make 
certain that those kinds of abuses, where it is the same basic insti- 
tution with the same parent company 

Mr. Eluot. You have to do your homework. You have to be com- 
petent at what you do. 

If you decide to hook up with scoundrels — ^there is no free lunch. 
As Mr. Kutner says, if these returns are so unusually attractive, 
and you think that tney are largely without risk, then you are nuts 
because there is a reason that those things are high priced. You 
just have to do your own basic due diligence. 

I don't Uiink the people in Fleet were evil in this at all. I think 
they took their eye off the ball, and they looked like good returns, 
and somebody said, well, you're insulated on these transactions, 
and so they did it. These things happen. 

They are the consequence of your attention or lack thereof, and 
it is not imreasonable to be accountable for them. 
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Mr. KuTNER. Mr. Kennedy, we have seen a lot of legitimate 
banks who have bought these loans and who were not bribed, were 
not commercially bribed, and were not compromised. 

Again, it is possibly an aggressive loan officer who doesn't see 
what is there to be seen, and is relying upon the HIDC defense. 
That is one of the very attractive aspects of the bill along with the 
elimination of other practices which are basically red flags to any 
legitimate lender like Mr. Elliot proposed. 

Chairman Kennedy. Thank you. 

Ms. Keest. Can I make one addition to that or two additions to 
that? 

One is, not all of these loans are to bad credit risks. A lot of them 
are to people who could afford a loan that wasn't padded, and was 
made at market risks. 

The other thing is that these substantive provisions are work- 
able. One of them that I understand you are worried abeut, the 
UDAP provisions, have been on the law in 13 jurisdictions, some 
for as long as two decades. Experience has shown they are not a 
problem. They are workable. 

Chairman Kennedy. Thank you very much. 

Mr. McCandless. 

Mr. McCandless. Thank ^ou. 

Mr. Kutner, I have negotiated I don't know how many condition 
of sales contracts in the automobile and truck business where peo- 
ple sign instruments on evenings, late, early morning, weekends, 
children all around, havine made a decision they want to leave the 
place with their new vehicle, and all of the environment that goes 
with this. 

When Truth in Lending came in, it was fine. It answered a num- 
ber of problems, but it didn't seem to mean anything too much to 
the average person in this environment which I am outlining to 
you. 

That doesn't mean that everybody who came in to buy something 
wasn't interested in what tliey were signing. 

I guess what I am trying to set up here is, how do we legislate 
and make it meaningful in a proper, if you want to use that term, 
commercial environment for people who have to read something? 

We could put all kinds of things in front of people and say this 
is this and this is this, but in more cases than not where the prob- 
lem begins to exist is the people are more interested in what they 
bought or how they bought it or the circumstance than they are in 
what you are telling them. 

T example that you gave us there where we had sheet after 
8h< in tliat particular instance of signed and blank documents, 
t »u be the first step toward the slammer in my area if we 

£i rich of stuff after they'd signed it. 

iN( 1 need some thoughts fi*om you on how this legislation is 
10 cor ; what I consider to be a serious personal deficiency 

t pie who buy things. 

. . jl ;k. /ou are never going to cure what Mr. Bamum re- 
on. i s cer. They were there then; they've been there since 
I \ >ry. 

like Mr. EHiot said, the ultimate source. 
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I believe it was the hydra in Greek mytholo^, three-headed 
monster. Without any one of the heads, this conspira^, this scam, 
cannot go forward. And without the source of funds, like Mr. Elliot 
proposed, these people are out of business. 

Tne way they set it up, the Beyers of the world, B-e-y-e-r, the 
Northeast Holcung, they go to a legitimate bank and establish a 
line of credit, obtain money available to them, and then they go 
and find tibe unscrupulous contractor to get it out there at the exor- 
bitant rates. 

But if you eliminate the type of loans and the practices which are 
addressed in this bill, you are going to dry up a tremendous 
amoimt of that money available to the unscrupulous middle man 
and the imscrupulous contractor. 

This bill addresses it from the bank end and helps the banks be- 
cause the banks are not doing better by making loans to these peo- 
ple. They are getting involved in scandals. It hurts their reputa- 
tion, ana it costs them. They are not dividing up the ill-gotten loot 
in iiie middle. 

Mr. McCandless. If I understood Mr. Elliot's comment, if you 
are a legitimate financial institution, you don't involve yourselves 
in these Kinds of things. 

Mr. KuTNER. No. Some of them do, Mr. McCandless. 

Nat West Bank, which is a very legitimate and has never had 
a touch of scandal up in the New York area, got involved in some 
of tliese loans. Some of them were sold to them. 

Possibly, if they were not insulated by that defense, they might 
have seen things that would have alerted them to the fact tnat 
maybe these loans shouldn't be made, or maybe a call should be 
made to find out if the work really was done, or if the people really 
understood the interest rates. That wasn't done. And I think this 
bill goes a long way to starting the remedial process to stop this 
scam from going on. 

Mr. McCandless. Just a quick couple of questions. Someone 
comes to Ms. Keest and they say, well, I signed all of those papers 
in blank. In the State of New York, what kind of action would be 
forthcoming? 

Mr. KUTNER. Criminal and civil, sir. 

Mr. McCandless. Isn't that pretty basic if I sign a lot of things 
in blank? 

Mr. KuTNER. They're void. Any real estate document is void in 
New York if it is signed in blank and later completed. 

The problem is that we have been— criminally, there is fraud in- 
volved, obviously: Bank fraud, mail fraud, wire fraud. A lot of stat- 
utes apply, but typically the prosecutors nationwide and the other 
attorneys I've spoken to are very reluctant to take this on because 
it is very, very time consuming, very staff consuming. 

To give you an example, the eastern district of New York, the 
U.S. Attorneys Office, I believe, has had three or four U.S. attor- 
neys, seven FBI agents, and two IRS people working on this for 3 
vears, and they still haven't gotten the indictments out. They have 
Deen submitting evidence to the grand jury. But they seized some- 
thing like 40 filing cabinets full of record from Sterling Reese of- 
fices. The FBI went in on a search warrant. It is very, very time 
consuming for the prosecution. 
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So, ves, there are crimes committed. Yes, there are civil rem- 
edies, but these people, the people they prey on, Mrs. Biu^er didn't 
have a phone. Manv of these people don't have phones. They don't 
have access. They don't have political clout. They don't call a Con- 
gressman McCandless or a Congressman King. They don't have the 
wherewithal and knowledge how to get to the appropriate authori- 
ties, and they don't have tne money to hire attorneys. 

Mr. McCandless. If I am signing things in blank, what is |;oing 
to change the environment in which I negotiate something if we 
put 10 more laws on the books? 

Mr. KuTNER. Because you are drying up the availability of the 
money which funds the whole scheme. That's what this law does. 

Mr. McCandless. Now, Mr. Elliot, very quickly. We are talking 
here about some areas of liability where the language is very grey 
and uncertain relative to the mix that we are talking about here. 

Do you have any comments about the language as it now exists? 

Mr. Eluot. You are always at risk as to whether or not some- 
body is going to interpret, in one way or another, what that lan- 
guage would have been. I mean, that is the dilemma that financial 
institutions alwavs face in these kinds of legislation. 

That is typically why you get people saying: Just no. 

Mr. McCandless. Translate that for me, "just no." What does 
that mean? 

Mr. Eluot. Well, in other words, where the industry lines up 
and just says no because you are against the vagueness of some 
part of the legislation or you are afraid that it is the entree into 
greater controls. 

But there are some things that are just so wrong that you have 
to go along with legislation to correct them. I agree with you that 
many of the things that are described in the bill are not going to 
have much of an effect. I mean, greater disclosure does not stop a 
crook, and it does not protect the person who does not do their own 
personal due diligence. This is not going to stop that. 

But cutting off the source of funds does and requiring the people 
to do appropriate due diligence before they accept business rela- 
tionships with scoundrels is going to work. It certainly has gotten 
the attention of the mule already. 

Mr. McCandless. Ms. Keest, I don't have a work sheet on that 
California loan. Could you make that available to us, please? 

Ms. Keest. Sure. 

Chairman Kennedy. Thank you, Mr. McCandless. 

Ms. Velazquez. 

Ms. Velazquez. Yes. Mr. Elliot, I am very, very pleased to hear 
about the effort that Household Finance has made to reach out and 
service Latino homeowners. 

Is it your contention that Household Finance will end its com- 
mendable outreach to Latinos and other minority borrowers if H.R 
3153 is passed as introduced last year? 

Mr. Eluot. Fm sorry. I didn't get — I got most of it. Are you ask- 
ing if this would cause us to end tne program? 

Ms. Velazquez. I am just wondering if you will end the outreach 
that von 1 e been making in the Latino communities if we passed 
H 



Digitized by 



Google 



Mr. Eluot. No. One thing has veiy little to do with the other. 
We are doing it simply because we have brought our cost down to 
the point where we can afford to go back into the inner cities and 
service tliat customer group without havine to transfer into the 
inner cities a pricing structure that we could economically justify, 
but could not optically justify. 

The reason that you don't see people in those markets today is 
because it became very expensive to do it. And to charge the rates 
that you would have to, to make it economically viable, was almost 
unsustainable from a public relations point of view. 

Bringing your costs down to the point where you do not have to 
charge excessive rates is the remedy to that situation, and that is 
what we have focused on over the last several years. 

So now it becomes not a matter of doing some sort of social good, 
but a matter of business opportunity to make money. And that is 
the most sustainable of relationships, I believe. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Chairman Kennedy. Thank you, Ms. Velazquez. 

Ms. Pryce. 

Ms. Pryce. Mr, Chairman, thank you. I commend you for holding 
this hearing. This is a very serious problem we are having. I am 
tuned into it now because of your efforts. 

However, I missed your testimony, all of you, and I am very sad 
that I couldn't be here. Be assured that I will digest it completely, 
but I don't have any questions because I missed the migor portion 
of it. 

Chairman Kennedy. Thank you. 

Lucille Roybal-Allard. 

Ms. Roybal-Allard. Thank you, Mr. Chairman. 

First of all, I would like to begin by commending Ms. Robins for 
her testimony. I know how difficult it is to participate in hearings 
such as this, and talk about your personal problems. I want to 
assure you that your testimony and your presence will make a 
difference and help ensure that others do not suffer in the same 
manner. 

Ms. Keest, you mentioned that you thought there were parts of 
this bill that we needed to be careful about in terms of weakening 
current law, and that it wasn't as strong as you hoped that it 
would be. I would appreciate it if you would, perhaps, nig^light a 
couple of the areas in which you have concerns. 

Ms. Keest. Yes. I would say that there are three or four that 
were improvements on this bill over what came out of the Senate. 

One is covering open-end credit which can be just as dangerous. 
I would simply refer you to a written testimony where we have an 
example of the way, with very little way for anybody who even is 
exercising due diligence in the capacity that the average consumer 
has, could figure out that they end up having a balloon payment 
of $66,000 at the end of it. That is afler already paying $164,000. 

So tlie open-end credit exclusion is something that is a big con- 
cern to us because I think we will be back here in hearings for 
dealing with that loophole if we don't cover it now. 

The other is the UDAP provisions, what we call the UDAP provi- 
sion, the Unfair Deception Acts and Practices. Those get to the 
heart of the matter which is the equity theft, the equity skimming. 
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I drink, are die most critical ones. There are some others 
dbat I thiidk are extremely important like permitting States to be 
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Ms. BofBALrAUABD, What is it that Texas does that the rest of 
tte Stsrtes don't do that has helped to prevent this kind of abuse? 

Mr. ElXiOT. They outlaw home eqirity Imding. 

lb. BcfTBALrAUABD. Except for home 

Mr. ElXiOT. That is a solution that is not to be honed for, I hope. 

M^ BovBALrAlXASD. Mr. Kitner, yon moitioned tbis was a good 
first Stan What odier steps would yon like to see? 

Mr. Ketines. TUs is anned at drying up die source of die money 
wUdi fiieb die fiimaces of the sdieme. The additional stqis I out- 
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To give yon an exampfe, Mr. Borer, before he changed fiom 
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ling and now he is as Home Trusty he dianged die titfe to his 
hoos^ cars were taken out of his names. We weit after any num- 
ber of ways of access to try to attadi them to sti^ him from making 
himself asset-proof and he had already done iL 

V we had Federal statutes, the fcnfeiture statutes, ndiidi have 
been applied to the drug trade and some other hanking fivuds, ap- 
plied to tins type to not enabfe these people to steal aaa then insu- 
nle diemsdves horn being able to be subject to reoovoy, it would 
be aujjf h^rfuL 
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This bill starts the process by stopping the funding, so it is on 
the one head of the hydra, the third head. 

The first two heads would be very well served by continuing the 
bill, by continuing the bill's work, and allowine the tracing of the 
assets, piercing of corporate veils, seizing the ninds wherever they 
end up in whatever name they end up in order to take the profit 
motive out of it for the crooks. 

Ms. Roybal-Allard. Thank you, Mr. Chairman. 

Chairman Kennedy. Ms. Maloney. 

Ms. Maloney. Mr. Chairman, as you know Tve been in the 
escheatment hearing all morning. I just congratulate you on this 
hearing, and will certainly follow up with reading all the material. 

Chairman Kennedy, well, we thank you. Carolyn has been mi 
excellent member of the subcommittee who has been helpful on this 
issue in the past particularly as it pertains to people in the New 
York areas. 

Ms. Robins, did you have another comments? 

Ms. Robins. Yes, I do, Mr. Kennedy. 

I would iust like to say — in fact what Mr. Kutner say about sign- 
ing forms blank and the rieht of rescission forms. I am not a stupid 
person. I am a college graduate, and I also signed rescission forms. 

I was forced to sign them. I was told to sign them right in the 
ofiBce before I even got the money. Sign them now or you won't get 
your check. 

And anything you can do to stop something like this. 

Chairman Kennedy. Yes, ma'am. 

I think the point that Mr. McCandless raises is a legitimate one. 
I just went through a refinancing of my own home in Brighton, and 
there is a stack of forms this thick that you have to get through. 

Ms. Robins. Yes. Tell me. 

Chairman Kennedy. And the fact is that trying to— at a certain 
point, there is a guy sitting across a desk from you and he is saying 
sign, and you're signing because you know what the interest rate 
is and you know what the basic terms of the mortgage are. and you 
are not looking at all of the details. Golly, it womd take you 1 
month's worth of work to read every one of those forms. 

So I think the notion that we could fix this issue by doing an- 
other form is what Al was driving at, which is not, I think, what 
the purpose of this legislation is. 

What we are trying to do is build a wall between the way the 
system works today, which provides credit to the kinds of compa- 
nies that Mr. Kutner was referring to, and the kind of legitimate 
lenders that Mr. Elliot represents here and who we are going to 
hear from in the next panel. 

So you are right, Ms. Robins, to suggest that. Nobodv, I think, 
comes away from this hearing with any question about your 
intelligence. 

What people come away with is the fact that despite beine a per- 
son of great capability in terms of your articulateness and tine kind 
of heartache ttiat you've gone through, that nevertheless you, plain 
and simple, have been taken to the cleaners. 

What we are trying to say is there are going to be other people 
out there. Mr. Kutner brought forth a lot of people that perhaps 
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are not as educated or as aware as vou are, and those individuals 
do fall prey. I mean, you get at someoody who is blind. 

We had witnesses before our subcommittee when we had this 
hearing up in Boston, people were blind. They had folks that would 

Sto their houses and threaten to beat them up if they didn't make 
ese payments. I mean, it was incredible. 

People that didn't know how to read or write, who, on the form, 
just put an X as their signofT for these 30 and 40 percent interest 
rates. That's the kind of operation you are talking about. 

So I think what we are trying to suggest is that nobody is trying 
to come up with a form that prevents this. What we are trying to 
do is to build some walls to make certain that the kind of collusion 
that was taking place, whether it was known or not known. Even 
Mr. Elliot would suggest that these guys, if they weren't knowl- 
edgeable, were wilfully ignorant. 

In any event, I think what we are trying to do is come up with 
some reasonable legislation that makes an attempt at preventing 
these practices. 

I do appreciate the comments that Ms. Keest has made about 
some of the areas where we might be able to still strengthen the 
legislation. We look forward to continuing to work with you and 
your organization as we move through the process. 

I want to thank all of the witnesses from our first panel for what 
I consider to be excellent testimony this momine, and we look for- 
ward to working with you, and hope that we don't have more of 
these cases in the future. 

Thank you all very much for coming and testifying. 

I will ask our second panel of witnesses to come forward. We 
will, again, have your entire written statement submitted for the 
record, and we'd ask that you limit your oral statements to 5 min- 
utes in the interest of time. 

The subcommittee will come to order. As I say, we're going to try 
to eet this machine cranked up. I'm not sure if s going to work, but 
weTe going to give it a shot here. I'm going to ask all the witnesses 
to please try to summarize your remarks and limit them to 5 min- 
utes so that we can enter into some questions, which is where most 
of the understanding about what you're talking about is going to 
take place. 

Our first witness is Mr. Joseph Falk, who is the vice president 
of the Metropolitan Mortgage Co. Mr. Falk also serves as 
presid b-elect of the Florida Association of Mortgage Brokers and 
he is e today on behalf of the National Association of Mortgage 
Brol -«« 

r. ilk, thank you very much for being here with us this after- 
no< . Fl< e proceed with your testimony tor 5 minutes. 

I ' OF JOSEPH FALK, NATIONAL ASSOCIATION OF 
loAC BROKERS; VICE PRESIDENT, METROPOLITAN 
fGAC CO^ MIAMI, FL 

r. Fa] 1 ank you, Mr. Chairman and distinguished members 
i; Houi Subcommittee on Consumer Credit and Insurance. 
J ai ! tor th opportunity to testify. 

ih Falk and I represent the National Assoda- 
1 >T Ts. We are a professional society, represent^ 
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ing members throughout the country. We match potential borrow- 
ers to a wide variety of prospective lenders. Recent studies have in- 
dicated that mortgage brokers represent over 45 percent of the loan 
originations in the United States, and this legislation will affect 
certain segments of our business. 

I also serve as president-elect of FAMB, founded in 1959, when 
our first licensing provisions were implemented in the State of 
Florida. NAMB is committed to the highest level of professional 
standards and believe in full disclosure and consumer protections. 
No problem. But we also believe in making home ownership and 
equity loans available to all members of society. 

Previous testimony has hi^li^ted abuses m the home improve- 
ment industry, where financing is tied and intertwined with other 
purchases. But the proposed legislation would include thousands of 
transactions entered into voluntarily with knowledge and disclo- 
sure that are not the results of high pressure tactics. 

Unfortunately, it won't stop predatory lending. The proposal in- 
cludes so many rules, regulations, prohibitions, and unlimited lend- 
er liability that it denies access to credit to those individuals who 
are not currently served by such credit sources. In the testimony 
this morning, we heard egregious examples of consumers being 
taken advantage of and we strongly aeree that the unscrupulous 
members of this group need to be curtailed. 

Unfortunately, the abuses are involving both the nonconforming 
market and the conforming market. Signing documents in blank is 
outrageous, but we must focus on both sides of the issue. 

Consumers like these may be denied credit; anyone who is work- 
ins at home or is self-employed and doesn't have consistent, histori- 
cal, provable income; a senior citizen who needs money for medical 
treatment, but can't qualify without a cosigner and doesn't want to 
get a cosigner from their family; the homeowner who faces fore- 
closure for unpaid real estate taxes or condo fees and anyone who 
spends a larger than traditional percentage of their income on 
housing; the minority applicant, finally, who has equity in their 
home and wants to pursue the great American entrepreneurial 
dream. 

I brine to your attention the case of Denise Mitchell of Sanford, 
Florida. Hi, Denise. A mixed marriage, prior divorces, owning their 
own home free and clear, dreamine of owning their own business. 
They shopped at various banks ana were turned down. Their credit 
was bad primarily due to the divorces. They went to a nonconform- 
ing lender. They got their loan, they started their business, and 
th^ eventually employed 50 people. 

This statute would have prohibited this type of loan because 
their historical income pattern would not have supported the new 
business venture. Some borrowers enter into transactions in bad 
faith. Creating lender liability with such heavy penalties invites 
those individuals who wish to take advantage of^the rules to target 
lenders who, in fact, have acted in good faith. 

The end result, taken all together, will be that some lenders just 
won't extend the credit under any set of circumstances. And if 
there is credit available, it will be at significantly hidier costs. 

Our common goal is not to take the easy way out oy just prohib- 
iting transactions. It's not fair and I think, with respect, it's too 
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easy. The better road is to enact consumer protections, which Flor- 
ida has enacted for 35 vears, and, at the same time, allow for the 
extensions of credit to all members of society. 

We can support the following concepts. Separate those who pro- 
vide financing from those who provide home improvement services, 
a firewall, if you will. Disclosure requirements should be inform- 
ative and not judgmental. The requirement to disclose and verify 
income should be deleted. Balloon-type mortgages with terms of 
greater than 3 years should be allowed and lenders should be able 
to charge points on refinancing. 

The abuses outlined in prior testimony dealt primarily with 1- 
year interest^only rolling loans and points over and over and over 
again. By limiting the balloons to periods of over 3 years, youVe 
basically solved the problem of churning. 

We urge the deletion of the unfair and deceptive trade practices 
section. This, conceptually, creates an unfair and deceptive trade 
practice with a fiduciary responsibility to the lender. The lender 
would be required to judge the capacity, the willingness, the wis- 
dom, and the ability of borrowers. 

The a£[ent, the counselor, the representative, the mentor, in di- 
rect conflict with arm's-length transactions between willing partici- 
pants. Should borrowers be at the mercy of a loan committee who 
is going to decide what's in the best interest of the consumer? 
Given knowledge and disclosure. 

Each State stiould be responsible for rates, points, and unfair 
and deceptive trade practice sections. TIL is a disclosure statute. 
If this proposal passes in its current form, we believe that there 
will be a restriction of credit to people like Denise Sanford. The un- 
scrupulous actions of the many we fear will limit credit availability. 

Please work with us. We can do it both ways. We can get 
consumer protection and provide the firee flow of credit. 

Thank you for this opportunity. 

[The prepared statement of Joseph Falk can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much. I believe Mr. Judis 
is a fiiend or an acquaintance of Mr. McCandless. 

Mr. McCandless. Thank you, Mr. Chairman. He is a fellow Cali- 
fomian. That's about 7 hours from here, the way I fly. I'm very 
pleased that Mr. Judis was able to join us today because his back- 
ground lends an awful lot to the subject. I want to take a minute 
to highlight a few of those points. 

Mr. Judis has been a mortgage broker since 1964. Unlike many, 
shall we say, Republican-oriented type people, in 1981, California 
Governor Jerry Brown appointed Mr. Judis to a special task force 
to develop rules under which brokers in the State could write loans 
for California borrowers with more than one lender. 

In 1983, then Los Angeles Mayor Tom Bradley named Mr. Judis 
to a blue-ribbon committee charged with investigating redlining 
practices. Mr. Judis has been, for many vears, a main source of 
fundine for homeowners in disadvantaged neighborhoods ignored 
by the larger financial institutions. 

He was principallv involved in the setting up and founding of the 
California Independent Mortgage Brokers Association in 1973. As 
a founding member, he also became president. In 1989, he formed 
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his own company, AAMES, and is chairman and chief executive of- 
ficer of that financial corporation. 

So we have a gentleman here, Mr. Chairman, who is, I think, 
knowled^able and can respond to many of the problems that we 
see here in our legislation. 

Chairman Kennedy. Thank you very much, Mr. McCandless. for 
your opening statement idi)out Mr. Judis' qualifications. We look 
forward to hearing firom you, Mr. Judis. Please proceed for 5 
minutes. 

STATEMENT OF GARY K. JUDIS, LEGISLATIVE CHAIRMAN, 
CALIFORNIA INDEPENDENT MORTGAGE BROKERS ASSOCIA- 
TION 

Mr. JuDis. Thank you very much, Mr. McCandless and Mr. 
Chairman. Before I introduce myself more formally, let me say that 
althougii knowledgeable, I'm quite human and siiJbject to error, as 
most of us are. This subiect, I think, is one that is very sensitive, 
very firagile, and has to be approached, I think, with a great deal 
of understanding' 

Mr. Chairman and members of the subcommittee, I am Gary 
Judis, legislative chairman of the California Independent Mortjpge 
Brokers Association [CIMBA]. I am also CEO and chairman of the 
board of AAMES Financial Corp., a publicly held loan brokerage 
firm. I thank you, Mr. Chairman, for the opportunity to testily 
today. 

We have provided copies of my complete testimony to the sub- 
committee, but I'd like to summarize that testimony now. At the 
conclusion of my summary, I will be happy to respond to any ques- 
tions that you may have. 

CIMBA is a nonprofit professional society comprised of individ- 
uals and firms licensed as real estate brokers, engaging primarily 
in the pursuit of making and arranging real property equity loans 
on behalf of Califomians. I am here today because mv association 
believes that the authors of H.R. 3153 are interested, firankly, in 
the same goals as we are; to eliminate the abusive lending prac- 
tices of the few in the industry who would take advantage of the 
borrower, especially in times of great stress, without disrupting the 
flow of fiinds provided by the industry, the vast msgority of whom 
are honest and credible and, frankly, who serve a very legitimate 
need to homeowners with equity in their properly. 

I might quote Mr. Kutner in saying that I, also, am very un- 
happy with the fact that so few get so much publicity. That's also 
quite true of the mortgage lending industry throughout this coun- 
try. When I hear about documents and claims and deeds being 
siened in blank, I can tell vou that that conduct is not only rep- 
rehensible, but it's criminal. In California, in most instances, we 
would move vigorously to dispose of those people properly. 

We understand that there have been abuses and our association 
recognizes that lax and nonexistent regulation has created some 
real cause for c^enuine concern by Congress and, thus, the introduc- 
tion of your bill. Recently, we have become familiar with the term 
'"disparate impact," identified by the Justice Department recently 
as being the result of well-meaning procedures which, in fact, 
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prodnee patterns of lending that exclude equity borrowers from < 
nomically disadvantaged nei^borhoods. 

That^s a nice wi^ of talking about another kind of redlining^ bat» 
frankly, you and I all know what they mean when they say eco- 
nomically disadvantaged It's a polite wa^, frankly, of dealing with 
lending racism, which I have been fighting vigorously most of my 
life and certainly for the 30 years that Fve b^n in this industey. 

While we support the goal of H.K 3153 to eliminate these 
abuses, we do not believe that the measure, as constituted, wiU ac- 
complish that objective without creating displirate impact amongst 
the persons home eauity lending can best assist. Once i^;ain, we 
applaud the notion tnat this legislation is being introduced and we 
very much want to be part of constructive results. 

In California, we have developed well-regulated systems of real 
estate law over almost 40 years. Someone here earlier testified that 
it was an imperfect system. Fm here to agree with you. It is abso- 
lutely imperrect. But to our knowledge, it is one of the most well- 
developea svstems in the United States. 

I have letters from enforcement agencies and the chief regulator 
of our industiy that talk about active prosecutions for the very 
kind of conduct that was spoken about here earlier this morning. 
Before discussing in greater detail this regulatorv scheme, let me 
address the points, Mr. Chairman, that you asked in your letter to 
us. 

If triggers are to be retained in H.R. 3153, we would recommend 
they be as follows. The interest rate at consummation of the trans- 
action will exceed by no more than 12 percentage points the 30- 
year conventional FNMA fixed rate mortgage. In ottier words, com- 
¥are mortgage rates to mortgage rates, not mortgage rates to 
"reasuiy instruments. 

All prepaid finance charges payable by the consumers defined in 
the existing laws, found in regulation Z of the Truth in Lending 
Act| on or before closing will exceed the greater of 12 percent of the 
total loan amount or $400. Second, we support the means of com- 
putinff annual percentage rates of interest, including the certain 
rees tnat may be excluded in calculation of the APR, as now c<»- 
tained in Truth in Lending. 

Before some comments tnat I heard earlier, I had this lovely por- 
tion of my presentation that was going to tell you about the w<m- 
derftil disclosure laws we have in California, and they, in fact, are 
wonderfiil. it I*m so concerned that these comments will be mis- 
interpreted u I will merely say this. 

Someone saying piles of documents, difficult to read, you're 

in a hunry la youVe under duress. With all due respect to the 
crimii < nent in our industry, they should be put away and 
that's CK \d no one will disagree with that But I suggest that 

consun s, »s, should be exposed to a little more edocatkm 

in the t oi wnat they sign and now seriously they take the wrii- 
1 [ inol, cause we live in a country, ultimate^, that 0|>erate8 
t. I ;s of understanding that more ofiien than not are hteraify 

t t < SI aiwthing. I am very consdoos of litin- 

1 .1 ^ Y c s of performing my responsibilities. Mr. 

i I J in a hurry to rdinanoe your house, bufc 
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I would suggest that perhaps you should have taken just a few 
more moments to have read carefully all those documents, because 
if s not inconceivable that someone would have taken you to the 
cleaners. 

Chairman Kennedy. Yes. 

Mr. JuDis. Our disclosure statement in California is mandated 
by the State on all equity loans secured by real property. In graph- 
ic terms, 12-point type. So if you're myopic, we can make it 14- 
point type. Do not sim this document if you are fearful of the fact 
that if you can't make a balloon payment or any payment, your 
home will be lost in foreclosure. 

I don't know how much more plainly we can do this since years 
after the fact we cannot rely on what he said or she said. We have 
to have something evidentiary to lay our hands on that tells us 
what people agreed to and what they did not agree to. If we dis- 
allow the seriousness of contractual understandings, we're under- 
mining all of American business, not just mortgage lending. Let's 
not be foolish and hasty in making these judgments. 

California makes every effort possible, and I say possible having 
said earlier that our system is, yes, imperfect and constantly evolv- 
ing. Finally, as a fifth matter of principle, my association is against 
all unfair, deceptive, and evasive business practices, but we would 
have to discuss specifically to determine whether or not one or an- 
other would be considered unfair, deceptive, and evasive, as judged 
by reasonable people. 

We see no reason why, from the regulatory consumer protection 
standpoint, open-end loans should be treated any differently from 
any other loan. If anyone can explain to me the difference between 
ripped off on an open-end loan or a closed-end loan, I am all ears. 

I know you're in a hurry for me to wind up, so I won't bore you 
with the rest of the summary. Suffice it to say that we are, in spirit 
and in concept, absolutely with you. We are in disagreement on 
certain technical aspects of the legislation. 

Thank you very much. 

[The prepared statement of Gary K. Judis can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much, Mr. Judis. I'm glad 
you clarified that in the end. 

Mr. McCandless. Watch what you're saying. 

Chairman Kennedy. Don't worry. Thank you. I made somewhat 
certain that thie documents were in order by having my own 
counsel there first, but, nevertheless, I appreciate wnat you're 
suggesting. 

Nangr Donovan is the president of NOVUS Financial Corp., 
which is a Deaii Witter company. NOVUS has been a leader in the 
consumer lending industry for over 30 years. She is testifying today 
on behalf of the American Financial Services Association. 

Ms. Donovan, we are looking forward to hearing your testimony 
today and please proceed for 5 minutes. Thank you. 
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STATEMENT OF NANCY DONOVAN, AMERICAN FINANCIAL 
SERVICES ASSOCIATION, PRESIDENT, NOVUS FINANCIAL 
CORP., UVERWOODS, IL 

Ms. Donovan. Thank vou very much. You've explained who I am 
and where Fm from, so I'll start fit)m there. Let me b^ui by com- 
mending ^our willingness to make changes to this legislation. The 
modifications that you have already proposed appear to address 
many industry concerns. In particular, the proposal of a debt-to- 
income ratio trigger is a m£gor improvement and we encourage you 
to make this change. 

I am confident mat a bill can be crafted that will protect consum- 
ers without imposing requirements that would restrict consumer 
availability. We look forward to working with you on this 
lecnslation. 

The purpose of this bill, as we understand it, is to remedy un- 

^*ustified foreclosures of second mortgages resulting firom abusive 
ending practices. Abuses have occurrea where vulnerable consum- 
ers with significant equity in their homes were targeted by home 
improvement contractors and other third parties. In most cases, it 
was clear from the outset that the consumer was unlikely to be 
able to afford the loan. 

In other words, foreclosure was a likely occurrence and not an 
unanticipated event. These practices harm not just consumers, but 
legitimate mainstream lenders. AFSA members have a strong in- 
terest in the elimination of such abuses. 

Mr. Chairman, let me also mention that my company makes no 
loans that would be affected by this bill. This is true of many other 
AFSA member companies. Yet, we are concerned about tne ap- 

f>roach the bill takes because we think it could curtail legitimate 
oans that consumers need for a host of purposes. Even with the 
enactment of this legislation, abusive lenders could avoid regula- 
tion. The principal problem is with the bill's definition of hig^-cost 
mortgages. 

As the bill is currently drafted, the definition focuses on two com- 
ponents of a second mortgage; interest and points in excess of a 
stated ceiling. A loan which meets either one of these triggers can- 
not also have certain loan terms, such as a balloon payment fea- 
ture, and cannot be transferred unless the assignee remains liable 
under the loan. While, technically, this does not forbid the making 
of such loans, its practical effect is to prohibit them. 

Why? Because the forbidden terms are often essential ones if the 
loan is to be economically viable or if the lender is able to securitize 
it To put it another way, a loan that is not permitted to contain 
these terms is a loan that will probably not be made. 

Our concern is simply this. A loan is not abusive merely because 
it c ins a single pricing feature that appears high. In some 
ca) such a loan is suitable and affordable for a particular cus- 
toi * a represents no default or foreclosure risk, even though it 
conu a one or more of the loan terms Uiat would be prohioited 
un I I bill. 

k Liadng or prohibiting the pricing terms of loans will not 
;e a sive lenders. Such parties can avoid coverage by simply 
I] ngh r loans below the trigger rates. They would escape regu- 
aa nigh-cost lenders, but could continue to prey on consum- 
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era by making loans that are unsuitable or unaffordable for a par- 
ticular customer or that contains terms that, in combination, are 
unfavorable. 

The terms that could not be included in high-cost mortgages are 
important components in the pricing of many loans and are bene- 
fidid for many consumers, as illustrated in the Washington Past ar- 
ticles attached to my written statement The market must continue 
to be aUe to meet customer needs by devisine many and varied 
products tiiat carry a wide range of features ana pricing. 

While we know it is not the intent of the bill to impede ledti- 
mate lending, it is very difficult, if not impossible to avoid such a 
result when directly or indirectly regulating the price and sub- 
stantive terms of loan products. This conclusion was confirmed in 
a recent study by the New York State Banking Commission which 
is attached to our written statement. It found uiat where rates are 
deregulated, the availability and variety of credit products in- 
creased si^ificantly, with major benefits to the consumer. 

Mr. Chairman, mortgage lending abuses cannot be addressed by 
focusing on isolated loan terms or by trying to restrict loans that 
someone defines as too costly. Cost is relative to levels of risk. 

We urge the subcommittee to consider the alternative rec- 
ommendations that are made in our written statement. Finally, as 
the subcommittee explores ways to address mortgage lendine 
abuses, we urge careful consideration of regulations under the Real 
Estate Settlement Procedures Act [RESPA] which will take effect 
in Aup^t. 

In issuing the regulation, HUD stated that it targeted abuses 
disclosed in congressional hearings. RESPA should eliminate most 
of tiiie abuses and we believe that any legislation should take the 
impact of these new requirements into account. 

AFSA greatly appreciates the opportunity to present its views 
and hopes that our testimony assists the subcommittee in its delib- 
erations. Thank you very much. 

[The prepared statement of Nancy Donovan can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much. The next witness is 
Terry Drent, who is the executive director of the Washtenaw Coun- 
ty douncil on Aging, which is a nonprofit organization that rep- 
resents senior citizens throughout southeastern Michigan. Mr. 
Drent has developed several mortgage and tax foreclosure preven- 
tion programs and we appreciate you taking the time to join with 
us today. We look forward to your testimony. Please proceed for 5 
minutes. 

STATEMENT OF TERRY DRENT, EXECUTIVE DIRECTOR, 
WASHTENAW COUNTY COUNCIL ON AGING 

Mr. Drent. Thank you, Mr. Kennedy and members, for inviting 
me to participate in todaVs hearing. I want to commend your ag- 

Sessive investigation and exposure of the reverse redlining issue, 
any of our most vulnerable homeowners, the elderly, people with 
health care problems, the underemployed, and the disadvantaged 
are being targeted by unscrupulous lending institutions because 
these homeowners have substantial equity in their homes. 
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This population is experiencing difficulty paying for health care, 
home repairs, and basic sustenance. They find it necessary to sup- 
plement their incomes with debt and the only credit opportunities 
available to them consists of home mortgages at double and some- 
times triple traditional market rates. They go along witii expensive 
administrative fees and points. 

These loans are marketed as part of vicious secondary mortgage 
schemes involving home improvement scams and debt consolidation 
loans. The purveyors of these loans know they're causing great 
hardship to the customers, but their desire for incredible profit 
takes precedence over any ripple of compassion they might possess. 

As the founder of United Companies Financial Corp., said, 
'^ama might let some other payments slide, but she's gom^ to be 
sure to pay that house note first." I would sues^est that the pay- 
ment mama would let slide would include bills for health care, 
property taxes, and food. 

As to the 77-year-old widow in Whitmore Lake, Michigan, who 
had Alzheimer's disease and. like many, was also blind, she bor- 
rowed $12,729.50 to pay her back property taxes and medical bills. 
She was charged over 25 percent interest and her monthly pay- 
ment was $350 a month out of a monthly Social Securitv income 
of $520. The loan had a 3-year balloon payment. She could not af- 
ford the pajroff, so she was refinanced. She defaulted on her loan 
and was rennanced again. 

In an 18-month period, her debt increased firom the orieinal 
$12,729 to $39,500. She received a total of $4,000 firom tiiese 
additional transactions and the rest went for points and fees. She 
lost her home of 40 vears last summer and she now lives in a 
government-subsidized nursing home. 

I would like to suggest that this story is not particularly unique. 
It's been documented and duplicated many times throughout the 
country. 

One of the more insidious methods used by some mortga^^e com- 
panies to obtain clients starts with the purchasing of oehnquent 
property taxes. Frequently, a subsidiary or agent of a mortage 
company will buy a homeowner's delinquent property taxes. The 
homeowner typically has two choices. Either tney lose tlieir home 
through a tax foreclosure or they pay off the tax purchaser with the 
high-cost loan. The homeowner frequently gets a mortgage they 
cannot afibrd to p^. 

Recently, First Boston Corp., which is owned by Credit Suisse, 
developed a strategy to purchase all delinquent property tax liens 
firom entire cities and counties. In effect, we have foreign bankers 
collecting taxes on behalf of the American Government by either 
foreclosing on the homes of our citizens or taking advantage of 
their desperation and economic vulnerability with high-cost loans. 
This is an unacceptable practice. 

The Home Equity Protection Act is a ereat start in controlling an 
abusive and underregulated system of Tending. The proposed trig- 

fers for defining a mortgage as high cost are appropriate. They are 
igh e i to allow for normal market-driven lending and have 

a ceilii w* will require care for an expensive and possibly sus- 
pect 1( i. 'ine proposed disclosures and timing; of disclosures will 
gi^ o consumers and their representatives necessary infor- 
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mation with which to evaluate the propriety of entering into a 
hidi-cost loan. 

However, more disclosures is like putting a beeper in a red flash- 
ily light on a shark. If you're in a house mat's burning with need- 
ed home repair and medical expenses, youll jump into the water 
and take your chances with the shark. Assigning liability would en- 
sure that the industry would monitor itself, which would be more 
effective than the lackluster government regulation we've seen in 
the past 

With assigning liability, the lending industry would develop in- 
ternal checks and balances that would halt any abusive lending 
practices in the loans that they purchase. 

There should be prohibitions on balloon payments, though some 
are legitimate particularly as bridge loans for home construction. 
However, these loans generally do not meet the proposed interest 
and fee triggers for high-cost loans, so most of these transactions 
would not oe affected. 

The civil liabilities section will allow consumers to seek protec- 
tion from lending abuses under this act. However, I suggest that 
damage recovery limits be increased to ensure stricter compliance. 
I feel that we need to empower the legal eagles to go after tne loan 
sharks. 

The problems associated with reverse redlining are severe. Fed- 
eral legislation is needed to help solve these problems associated 
with high-cost loans and an abusive mortgage system. The practice 
of reverse redlining is threatening the sanctity of the American 
dream — ^home ownership for those who can least afford it. 

This activity is wrone, unfair, and unjust and it needs to be 
stopped. I want to thank the subcommittee again for your efforts 
in bringing^ common truth and common decency into the legislative 
process and to tell you, Mr. Kennedy, that tne senior citizens of 
Michigan support you in your efforts. 

[The prepared statement of Terry Drent can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much, Mr. Drent. Mr. Falk, 
you spoke in fairly direct terms about what your view of the short- 
comings of this legislation are, indicating that there were a lot of 
legitimate operators that provide these kinds of mortgages to peo- 
ple that you feel have a legitimate right to obtain these mortgages. 

But as I understand, on October 25, 1992, according to the 
Miami Herald^ your company entered into a settlement with the 
State of Florida in which you were required to refund $350,000 in 
loan origination fees. The article cites one case in which a north- 
west Miami woman borrowed $6,255 from Metropolitan, backed by 
an equity in her home. She received in cash just $2,317. The rest 
of her money went for life insurance, loan application fees, and 
other costs. 

In this matter, the State of Florida maintained that Metropolitan 
demonstrated, and I quote, ''a manifest lack of honesty, integrity 
and competency as to financial transactions." It just seems to me 
that these are the kinds of instances that lead us to the legislation 
that we're talking about. 

What I'm trying to point out to you is that while you might have 
some explanation for those kinds of activities that your company 
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was associated with, the fact remains that there have been enou^ 
instances that have come forward to this subcommittee to lead us 
to believe, as well as the U.S. Senate to believe, that there are seri- 
ous abuses that are taking place in your industry and that they 
need to be cleaned up. 

Do you have a comment? 

Mr. Falk. Yes, sir. I would like to comment, Mr. Chairman. Back 
in 1988, the Florida Department of Bankine and Finance took the 
perspective that morteage brokers had a fiauciary responsibility to 
borrowers. The FAMB, our company, and many, many other com- 
panies within Florida disagreed with that perspective. 

We immediately settled our case, offered a series of different 
rules and regulations and procedures that we thought were proper 
to correct perceived abuses. 

Chairman Kennedy. I appreciate that, Mr. Falk. 

Mr. Falk. May I also— 

Chairman Kennedy. If youll keep it brief I don't want to use 
my time for a long explanation. 

Mr. McCandless. Mr. Chairman, let's use a little bit of my time, 
because I think 

Chairman Kennedy. You can use your time. That's fine. You can 
use your time, if that's what you choose to do. Go ahead. I just 
don't want to end up using my 5 minutes in a long explanation 
over what these additional procedures you took into account that 
led you to a situation where she got $2,317 out of $6,255 that she 
borrowed. 

Mr. Falk. We, as an association, as a company, worked with 
Gerald Lewis, our comptroller, to rewrite Florida statutes. I served 
on that task force to implement appropriate protections. Gerald 
Lewis, our comptroller, wrote a letter to each and every one of our 
elected officials firom Florida supporting our position that a State 
exemption is warranted given Floridas very, very proconsumer 
statutes. 

We believe this is an adequate protection. 

Chairman Kennedy. Thank you very much, Mr. Falk. I want to 
ask that Bruce Marks come up, if we could make room for him at 
the table. Mr. Marks is a fellow who is a constituent of mine who 
has been responsible for bringing about settlement with the Fleet 
Bank that concerned, I believe, in excess of 18,000 individuals that 
find themselves in these circumstances. 

Now, all three of you, with the exception of Mr. Drent, have indi- 
cated that these home equity rip-offs affect just a small number of 
people and that this legislation we're providing is in some way 
overreaching, that it in some ways is using too big a club for a very 
small number of abuses. 

It is not my experience, and I would like Mr. Marks to comment 
on whether or not these kinds of abuses are, in his opinion, exten- 
sive and if he could give us any specifics on the extent of the kinds 
problems that poor people are facing out there, I would appre- 
c eit. 

r. Marks. 

r. M^ :s. I appreciate the opportunity. Let me try to keep it 

In be, except Texas, you can have 50 or 100 or 1,000 

d and say to the representatives this is what is 
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going on in my State. UNAC, which is the organization that Fm 
with, the Union Assistance Corp., when you scratch the surface 
and you go to the Registry of Deeds, you will find this practice 
pervasive. 

We're saying let the market work. We're not saying hire on more 
regulators. What we're saying is the holder in due course issue will 
let the market, but let's not get caught up on what are the docu- 
ments, what are the disclosures. While they're important, this is a 
fundamental piece of legislation. It is conservative. It's saying ev- 
erybody should be accountable and that we think it's unconscion- 
ame that you have the industry, who, if they're credible and legiti- 
mate, should say we want to police ourselves, we want to get rid 
of the bad apples. 

Well then, they should do that. They should stand up and say 
this is the legislation that gets rid of the bad apples, and they're 
in every State. So what are they trying to protect? No one can af- 
ford a 20 percent interest rate. It's unconscionable. This is what 
this legislation does. It lets the market work. 

The people who drove up here from Georgia and from elsewhere 
ovemi^t, yo^ go back and all the representatives can go back to 
their own States and they'll find the same thine. So we strongly 
support the legislation and we certainly thank (Congressman Ken- 
nedy for allowing us the opportunity. 

Let me add one thing. We appreciate your reconsideration. Con- 
gressman, of the 50 percent aebt-to-income issue. We think that 
poses a real issue and we would like your consideration of that. 



Chairman Kennedy. Thank you very much. 
Ms. Donovan. Can I ask a question? 



question" 

Chairman Kennedy. Sure. 

Ms. Donovan. Could you tell me what you're addressing in the 
Fleet situation? With the current RESPA regulations that came 
out, wouldn't that take care of a great number of the issues that 
came out in the Fleet situation? 

Mr. Marks. No, it would not. It would definitely not, because you 
have to deal with the holder in due course. The purchasers of those 
mortmges have to be held 

Ms. Donovan. What about the excessive fees that were involved 
in most of those incidents? 

Mr. Marks. No. I'm not an attorney, but I can tell you that with 
the attorneys that we have been dealmg with and the lawsuits that 
have been ongoing, that it would not deal with those fees, did not 
deal with those interest rates. It did not deal with the loan-to-value 
and the fact that people could not afford to make those payments. 

I want to say, and it's important, they should not be 
marginalized as just Fleet, as just in certain States, in certain 
areas. It's pervasive and when you look at the United Companies, 
there is now a very fast-growing secondaiy mortgage market that 
deals with purchasing and the securitization of very high interest 
rates, very high points. 

So this is an issue that if you don't address it now, it's going to 
become a tremendous issue, even worse, later on. So it needs to be 
addressed with this legislation immediately. 

Chairman Kennedy. Thank you. I want to give the time over to 
Mr. McCandless. I just want to make one final comment to Mr. 
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Chairman Kennedy. Thank you. Mr. McCandless. 

Mr. JUDIS. But I would Uke to say one thing in response to what 
the gendeman spoke to earlier. Mortgage loan brokers in California 
are subject to licensing laws and they nave to report every year an 
annual report showing their activity, foreclosures, loans made, 
APRs, points, and so forth. It's a rather stringent report. 

In 1991, the report showed that 129,081 loans were arranged by 
licensed mortgac^e brokers in California. Only 1,699 resulted in 
foreclosure. Thars roughly 1.3 percent. 

Chairman Kennedy, which year was that? 

Mr. JUDIS. It was 1991. That was the last report year that's now 
on record that we have. That was 1991. By the wajr 

Chairman Kennedy. But isn't the national failure rate some- 
thing like 5 percent or something like that? 

Mr. JUDIS. I really don't know what the rate is. I know it's con- 
siderably higher than 1.3. 

Chairman Kennedy. I looked into this issue on another question 
just recently and I had discussions with FNMA and Freddie about 
what their mortgage failure rates were, and they were indicating 
to me it was on average around 4 or 5 percent. 

Mr. JUDIS. Well, here's 

Chairman Kennedy. So I appreciate the fact that you had 1.3 in 
the State of California in that particular year. I would suggest that 
given what real estate values have done in the State of California 
in the last 3 years that maybe that rate has grown substantially 
since you last checked. 

Mr. Judis. I don't have the current figure, but I can tell you that 
in our own company, it has gone up slightly. We'd be happy to get 
you a report, by the way. 

Chairman Kennedy. Whatever. I mean, come on. 

Mr. Judis. Sorry. 

Chairman Kennedy. Two plus two. 

Mr. Judis. Two plus two is four. That's what I'm counting. 

Chairman Kennedy. Still equals four, right. Mr. McCandless. 

Mr. McCandless. I think the point that Mr. Judis is trying to 
make, and I'm not trying to speak for him, is that in that particu- 
lar year, he was trying to give you a percentage ratio of fore- 
closures irrespective of the economy. 

If I understood your position, it's not a question of the economy. 
It's a question of how ao the mortgage brokers function. Are the^ 
takine everybody's home? When you nave that kind of a ratio, it 
doesn t appear that they're functioning in that way in 1991 in 
California. 

Mr. Judis. That's correct. 

Chairman Kennedy. If you're directing your comment to me, Mr. 
McCandless, I didn't think I suggested that 

Mr. McCandless. No. I was making a statement. I was making 
a statement, Mr. Chairman. 

Chairman Kennedy. The mortgage brokers were doing that. 

Mr. McCandless. Mr. Judis, I'd like to kind of capsulize what 
it is you are in the way of a mortgage broker. For example, does 
your business differ from a mortgage broker in Illinois? Then what 
about the sources of your funds, are they the same or are they 
different? 
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Mr. JUDis. Mr. McCandless. I really don't— Fm not familiar with 
the Illinois law and it would be really wrong for me to try to com- 
ment on something Vm not knowledfi[eable id>out I don't know 
what the licensing laws in the State of Illinois are and I don't know 
whether they use private investors there or what 

Mr. McCandless. In general, would you say that if we went 
through 49 other States, we might find 49 other ways by which 
mortage brokers are required to conduct their business? 

Mr. «nJDis. Yes. It seems to be the case. We've opened offices re- 
cently ourselves in both Nevada and now in Colorado and the li- 
censing situations in each of those States is far different than 
California. 

Mr. McCandless. How about the sources of funds? 

Mr. JuDis. The sources of funds seem to be similar. As the gen- 
tleman pointed out earlier, there is more securitization eoing on in 
our industry. Our company is doing that more. But we nave found 
that by being able to do that, we're actually being able to lower in- 
terest rates and costs to borrowers because we're operating more 
efficiently, and that's creating a much healthier and competitive 
environment in California. 

Mr, Marks. If I can respond, we are a nonprofit 

Mr. McCandless. It's not a response. I'm questioning the gen- 
tleman. What would be the average term of a borrower? 

Mr. JuDis. The average loan that we're making now in our com- 
pany is running between 10 and 15 years. 

Mr. McCandless. What would you say the average interest 
would be on that? 

Mr. JuDis. The average interest right now is running about 9.5 
percent, 9.75 percent. 

Mr. McCandless. That contract would have a balloon on it or 
not? 

Mr. JuDis. No. Less and less loans are being written with bal- 
loons because, frankly, the public, frankly, doesn't want balloon 
payments to the same degree that they aid in past years. With 
securitization, we're able to write longer term loans and really pro- 
vide a better product. 

However, there are those folks who are unemployed and don't 
have an income now and need short-term loans with balloon pay- 
ments to get through a very difficult financial period. So the abitity 
to be able to write balloon payments is terribly important. 

Chairman Kennedy. If the gentleman would yield, iust for clari- 
fication. The 9.75 percent did not fall under our le^slation, in any 
event, because it wouldn't hit the trisger mechanism, which Mr. 
Judis earlier referred to. Second, California does have the balloon 

{payment provision. Again, we modeled our legislation after the bal- 
oon payment 

Mr. dUDis. We appreciate that. 

Chairman Kennedy. That already exists in your State. 

Mr. McCandless. Which was an enlightened position to take. 

Chairman Kennedy. Absolutely. That's why you're from there, 
ridit? 

Mr. Judis. '. \ Chairman, I'm afraid we would fall into the trig- 
ger. Mr. Ct rn [, I'm afraid, though, in many instances, when 
you wri mple, a 6- or a 7-year loan with a balloon, even 
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at that interest rate, if you add what CaUfomia permits with a bal- 
loon payment loan under the regulated section, as much as 15 per- 
cent, then Tm afraid that ^ou probably, even with the lower inter- 
est rate, would come up with a number that would trigger the defi- 
nition or very close to it. 

We're just looking for a little more room in that definitional trig- 
ger, that s all. 

Chairman Kennedy. We can talk about that, Mr. Judis. If there's 
some reasonable flexibility that we can provide so that we take into 
account interest rate fluctuations over the period of time of the 
loans, nobody— our intention isn't to set up a box that doesn't work 
here. Well make some adjustments and try to take that into 
account. 

Mr. Judis. We appreciate that very much. 

Mr. McCandless. Let me ask one more question, if I may, Mr. 
Chairman. 

Chairman Kennedy. I'm sorry. 

Mr. McCandless. A lot of our testimony talked about refinanc- 
ing, refinancing, refinancing, and building a P3rramid. 

Mr. Judis. Yes. 

Mr. McCandless. Give me an idea, if you could, about the num- 
ber of loans that you broker that are paid off as opposed to the 
number that are refinanced. Would you have a figure? 

Mr. Judis. Mr. McCandless, are you asking tor the number of 
loans that eet refinanced once they are originally made over a pe- 
riod of time? 

Mr. McCandless. Right. 

Mr. Judis. Probably so. My guess would be in California, in the 
current economy, the number is less than it was when California's 
economv was more vigorous, because equities have depreciated. But 
I would sav probably 20 percent, 15 to 20 percent per year of the 
loans that have been written might be refinanced by the same com- 
pany or by another company. 

But remember that in California the average length of home 
ownership is probably around 6^2 or 7 years and I would suspect 
that that's a shorter time period of the home ownership than in 
most parts of the country. 

Mr. McCandless. If I understand correctly, we need to differen- 
tiate between your organization, which is independent mortgage, as 
opposed to banks and finance institutions, which are 

Mr. Judis. Yes. Yes, you should, I think. 

Mr. McCandless. You have how many members in your 
organization? 

Mr. Judis. We have close to 1,000 participants and probably 126 
companies, actual companies that comprise a fair percentage of the 
gross business in this area done in California. 

Mr. McCandless. If you were one of these bad guys and had a 
license to practice in (Jalifomia which hadn't been retrieved yet. 
vou obviously could not be one of the larger institutions. You would 
nave to be probably one of the smaller individuals in order to prac- 
tice, which means, then, that your license could be withdrawn for 
due cause. 

Mr. Judis. Absolutely. Licenses are revoked by mortgage brokers 
who conduct themselves in an intransigent way on a regular basis. 
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I have a letter with me, which I would be happy to submit to the 
subcommittee, if I may, from the commissioner of real estate in 
California who supervises this industry. He talks very spedficalty 
about hundreds of violations and the prosecution of those violations 
and the revocation of licenses of folks who are guilty of those 
violations. 

Mr. McCandless. Thank you. Thank you, Mr. Chairman. 

Mr. JUDIS. Thank you, sir. 

Chairman Kennedy. Thank you, Mr. McCandless. I want to just 
clarify that this bill, I believe, is reasonable, as Household, Bene- 
ficial, Fleet, and others in the industnr have said. The point is sim- 
ply that the bill requires certain disclosures for home equity loans 
that are 10 points or more above Treasury notes of comparsible du- 
ration, where a consumer is also paying 50 percent or more of his 
or her income on the loan. 

Only then do we ban negative amortization, prepayment pen- 
alties, and other practices. So I think the bill really does get to the 
bad apples and leaves the good ones alone. That's what we're try- 
ing to accomplish here. 

Mr. JUDis. Mr. Chairman, in light of the recent amendments that 
we just saw earlier this morning, number one, we applaud the fact 
that those amendments were made and I believe that the issues 
that we have are few in number now and I don't believe that we 
are really that far apart. 

As you mentioned earlier, if we can speak to you about a couple 
of those definitional issues and perhaps just a little bit about some 
of the assignee liability, without killing the concept or the motiva- 
tion behind the bill, I think we could probably arrive at a very com- 
fortable conclusion. 

Chairman Kennedy. We'll look forward to working with you. 

Mr. JUDIS. Thank you very much, Mr. Chairman. 

Chairman Kennedy. Mr. Deutsch. 

Mr. Deutsch. Thank you, Mr. Chairman. I just wanted to follow 
up with a couple of questions. Mr. Falk mentioned a letter fi'om the 
comptroller of the State of Florida, Gerald Lewis, and his sugges- 
tion tfiat perhaps States with sufficient consumer protection laws 
in the area should not be covered by the legislation. 

Could you briefly discuss Florida law and how it addresses pred- 
atorv lending and, also, fi*om a consumer perspective, what that 
would do, what it does today and what it would do under H.R 
3153? 

Mr. Falk. Sure. Florida law requires disclosures at the time of 
application, not delayed. We have a licensing and net worth re- 
quirement statute. We have preeducation licensure requirements. 
We have an unlimited unfair and deceptive trade practices section, 
including liability of $10,000, maybe $15,000 per transaction, fines 
for unfair and deceptive trade practices. 

Certain problems under Florida law would require first degree 
felony conviction. A good faith estimate is done at the time of appli- 
cation and not 3 days later. We also authorize refunds by the comp- 
troller of the State of Florida. We also have interest rate caps and 
usury < ilii We also have the requirements certainly that all 
docui ' -'st be signed filled in and not in blank. 
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Loan brokers, one of the problems that was highlighted several 
years ago, was outlawed in 1991 by the State of Florida. The ques- 
tion concerning whether Florida would be involved in some of the 
problems concerning this legislation, we believe that Florida law, 
in most instances, goes far beyond what this l^slation is tryine 
to protect and we believe that some of the flexibilities involved ana 
some of the legislative initiatives are proper. 

Our concerns deal with mostly the fiduciary issues which comes 
into terms of whether or not the lender should be responsible for 
independent, knowledgeable acts on the part of borrowers who 
enter into transactions with lenders. With full disclosure, full un- 
derstanding, and full knowledge, borrowers should be able to com- 
plete transactions that are unusual, different, and not following the 
standard FNMA and Freddie Mac rules and re|[ulations. 

Mr. Deutsch. Regarding H.R. 3153, as it is presently drafted, 
how do you feel that addresses the problem of the predatory 
lendine? 

Mr. FALK. It addresses the problem, I believe, because it deals 
with some of the abuses in the marketplace. The abuses, as heard 
this morning, are real. They're not imagined. Florida law addresses 
some of these issues. We, as an association, both nationally and 
within the State of Florida, agree with a lot of the programs and 
prohibitions involved, including the disclosures. 

Our position paper goes into great detail of what we can support 
and what we'd like to see major changes incorporated in. 

Mr. Deutsch. It has been discussea that there might be a prohi- 
bition on a 3-vear type balloon. Could you descriM in what in- 
stance why a 3-year oalloon would actually be more advantageous 
to a consumer than, let's say, a 5-year balloon? 

Mr. Falk. The traditional yield curve anal3rsis answers that 
question. The longer the term of a loan, the higher the interest 
rate. We support the concept of prohibitions on very, very short- 
term interest-only balloons, where the churning cycle oegins. where 
year after year, over and over, mortgage companies or lenders 
charge points and points on the refinancing action. 

Limiting balloons to 3 years or greater, we believe, strikes a bal- 
ance to those situations where borrowers need extensions of credit 
and, at the same time, need a short-term loan. FNMA and FredcUe 
Mac require 2 years of clear credit rating. Many times, what a loan 
broker or mortage lender will do is give a person 1 year to clear 
up his credit, 2 years to remain clean, have his credit rating in 
place, his employment verifications in line, with a consistent in- 
come, and then refinance into a qualifying loan. 

The 3-year concept allows us to clean up a borrower's credit and, 
at the same time, refinance them into a conventional long-term 
loan with full quaUfication. 

Mr. Deutsch. There is a woman here who I have not met, I 
know my staff has met her, who came up from Florida at her own 
expense, Denise Mitchell, and I believe it appropriate to mention 
her story. 

Apparently, in her soecific case, H.R. 3153 would prohibit Ms. 
Mitchell from getting a loan. What is her situation? 

Mr. Falk. She came to my attention last week when I was 
speaking at the Orlando Chapter of the Florida Association. She 
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came up to me and said that she has a story that she would have 
been negatively impacted had this particular legislation gone 
through. Based upon her story, the details of which Fm happy to 
relate to you 

Mr. Deutsch. Please, be brief, because the chairman is being 
pretty liberal with my time. 

Mr. Falk. She needed a business loan. She wanted to go into 
business. She did not have verifiable income to support the future 
income from the business venture, had bad credit due to some di- 
vorce problems, and was turned down, she said to me last evening, 
by 15 different institutions when she tried to get a business loan 
using her home as collateral. 

With full knowledge, full disclosure, she knew exactly what she 
was doing and she got an amortizing loan that was not a balloon 
and it was not short term so she could afford to make the pay- 
ments. That loan would have been prohibited because she could not 
prove verifiable historical income to justify the new business 
venture. 

Mr. Deutsch. So someone who wanted to borrow, who was con- 
scious, who was an adult being able to make their own decision 
would not be able to get that loan to enter that business under tibis 
lecdslation. 

Mr. Falk. We believe in the firewall concept, that if you separate 
the home improvement builder, the scam artist who inflates the 
price of home improvements from those who are involved in the fi- 
nancing, you've gone a long way to solving the problem. 

Chairman Kennedy. If 1 could just have a point of clarification 
here. Our legislation, as I understand it, requires the lender to ver- 
ify income, but it does not require you to not make the loan. You 
can make the loan, but you have to verify their income. 

Now, if there are other trigger mechanisms with regard to hit- 
ting the 50 percent or the interest rates on the loans and those 
kinds of thing^, that's a different set of circumstances. But don't 
try — ^I don't think it's right to try to indicate that Denise isn't going 
to qualify because of some other provision versus the provision, as 
I heard your testimony, that is just simply verification. 

Why would we possibly want to not understand what somebody's 
income was before you made them a loan? 

Mr. Falk. I support your position, Mr. Chairman. The problem 
is when you look at three or four statutory provisions together, 
verifying the income by the creditor. 

Chairman Kennedy. OK What's the other one? 

Mr. Falk. And then entering into a home equity loan where 
there is no reasonable probability that the homeowner will make 
a payment. 

Chairman Kennedy. OK Is that unreasonable? 

Mr. Falk. Unfair and deceptive trade practices, put together, 
there would be no way for a lender to verify, based upon a business 
venture or personal needs, that she could be able to pay back those 
payments. I can't look into the future 

Chairman Kennedy. Why would you possibly give her the loan, 
then? 

Mr. Marks. Could I please respond to one thing? We've been 
down in Florida. We've been doing the research on Metropolitan 
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and we've been contacting people who have gotten a Metropolitan 
mortgage. It's unconscionable that you're sitting up here saying 
that you're against these things when you did lend to people who 
couldSn't make those payments back, and that's what the Miami 
Herald is going to do a story on. 

The fact of the matter is let's be serious. We have to cut off— 
if this does not pass on the threshold issue of whether someone can 
pay, then you shouldn't be able to get money from either FNMA 
or die securitization or other people who are funding your oper- 
ations. It should stand on whether it's a legitimate loan or not 

That's why this legislation is important It holds everybody ac- 
countflJble and it's a ourgeoning industry that has to be stopped, 
with only the credible people in it. We are, as a nonprofit, a mort- 

fage broker and 90 percent — ^and 95 percent of the mortgage bro- 
ers out there are legitimate. We should sav the ones that are not 
legitimate should not receive outside funding to fuel their 
operations. 

Mr. Deutsch. Let me reclaim my time for a second. I guess 
that's the philosophical issue that you talked about earlier. What 
happens when inflation becomes 15 percent and then, at that point, 
people want to borrow at 20 percent? Hopefully, that won't occur 
at any time in the future, but I think all of us can recall when it 
was close to that. 

In terms of the lender, having been an attorney in real estate 
practice, the transaction costs to foreclose alone, especially in a 
Florida residential situation where it's very difficult, I know that 
a variety of protections are built into Florida law. 

Can you give a sense of how much it actually costs to foreclose, 
Mr. Falk, as well as the percentage of loans that you actually 
foreclose? 

I think what's important for people to understand is you're not 
in the business of foreclosing. That's not what vou want to do. You 
want to lend money and have people pay you. When you foreclose — 
I mean, you want to keep your foreclosure rate, my understanding 
is, as low as physically possible. 

Mr. Marks. Can I respond to that, as well? 

Mr. Deutsch. Let me just let him respond to those two points 
in terms of that, both cost and also percentage. 

Mr. Falk. Costs of foreclosure in Florida, which is a judicial 
State of foreclosure, not statutory, nm anywhere from $2,000 to 
$3,000. The time period can be anywhere from 6 months to 3 years. 
Our foreclosure rate is sitting at approximately 1.5 percent of our 
portfolio of nonconforming loans. 

Mr. Deutsch. When you calculate time value of money, how 
much does it add up to? You're adding that and then you have a 
simificant increase. 

Mr. Falk. It is a significant increased cost. 

Chairman Kennedy. The gentleman's time has eicpired. 

Mr. JUDIS. Mr. Chairman, if I may just make one remark about 
the verification of employment and verification of income streams. 
I absolutely understand where you're coming from on that But in 
CaUfomia recently, for example, we've had huge layoffs in aero- 
space and defense, as I'm sure you're aware. 
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A classic example is the aerospace engineer who comes in. He is 
now out of work. He's got a house paid down to maybe $3,000 and 
he's been told all these years to build an equity in his house be- 
cause it was a great investment most of those years. 

No bank will touch him because he's not working any longer. At 
this moment in time, he has no income. He wants to borrow on his 
house. A traditional lender, a depositoiy-oriented lender cannot 
make him a loan. Worse, his credit may be failing and he may be 
behind on his existing payments. 

Should he not be able to borrow? Should he be forced to sell the 
roof over his head to get the equity out of his house? 

Chairman Kennedy. I just want to clarify to people he can still 
do that. We don't say that you can't make the guy the loan. 

Mr. JUDIS. But what happens 

Chairman Kennedy. You can still make the guy the loan. 

Mr. JUDIS. But aren't we exposing ourselves a little bit to the 
criticism after the fact where someone comes forward and says you 
shouldn't have made me the loan, you knew I couldn't pay it back; 
therefore, we're eoing to restrain you from foreclosing and we're 
going to say you didnt use prudence. 

Chairman Kennedy. It sounds to me 

Mr. JUDIS. But it happens, Mr. Chairman. It happens. 

Chairman Kennedy. Wait a second. We're not preventing you 
from making the loan. 

Mr. JUDIS. I understand that. 

Chairman Kennedy. We're creating a set of circumstances where 
^ I're asking vou to confirm what the fellow's income is. Now, it 
1 (IS to me that whether or not Mr. Smith or Mr. Jones out there, 

10 you've just described, is in this circumstance when you end up 

1 ^closing on that fellow's house 

. JuDis. It can happen. 

i rman Kennedy. If you end up foreclosing on that fellow's 

»ui id he comes and says you should have never loaned me the 

ey 10 begin with, he's going to be able to say that whether our 

was in existence or not You're telling me that you are oppos- 

1 this legislation because of the fact that somebody mieht lose 

r house that had no income that you made a loan to because 

I it after the fact come and say you shouldn't have made me 

U I. 

r. K}andless. If the gentleman will yield. 
v> Kennedy. Sure, 

r. andless. Mr. Judis now becomes liable under the 

.Jul 1 SD ' ;. 

Xu 3. us because he went ahead and loaned 

t ip ea 1 » had no means of paying bad^ the 

J t, t n I is dtled to all of the various and sundry 

\ IS n, even though that house mi^^t have a 

pi 3 an, J. 

k the fact of the matter is if you're laiding to 

ay 

KIandusss. Are you part of the staff or are you testifying? 
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Chairman Kennedy. He's a witness that I called up, Mr. 
McCandless. Mr. Marks, did you have a response? 

Mr. Marks. Excuse me. Thank you. 

Mr. McCandless. We've got a witness list here and all of a sud- 
den somebody shows up. 

Chairman I&:nnedy. That's right and that happens to be the 
privilege of the Chair. When you get the migority, you can have the 
same privilege. Mr. Marks. 

Mr. Marks. Thank you ver^ much. Mr. Chairman. If someone is 
lending on purely the equity in the nome with no consideration of 
someone's ability to pay, it is your responsibility. You should not 
be making that loan. I can't believe that any of the mortgage bro- 
kers tliat you have would — ^that you would say to them lend piu*ely 
on the equity in someone's home with no— without the consider- 
ation of their ability to pay, because the only reason for doing that 
is because you want that home and you want 

Mr. JuDis. Absolutely not true. 

Chairman Kennedy. Hold on. 

Mr. JuDis. Absolutely untrue and, frankly, unfair. 

Mr. McCandless. Mr. Chairman, I don't know what Mr. Marks 
has been smoking, but he better quit smoking it. 

Chairman Kennedy. A1, vou don't have to get personal here. 
Let's just go back to what tnis legislation does. It creates a set of 
circumstances where if the consumer has an interest rate of 10 
points above the current T-bill rate, if they also are paying 50 per- 
cent or more of his or her income on the note, then and only then 
do we ban negative amortization. 

What we are talking about here is simple disclosure of income so 
that the lender has some idea of what the income of the individual 
is. It does not prevent you from making a loan under the cir- 
cumstances that you described. 

Now if that is a risky loan and if, in fact, you choose to go ahead 
and provide that money under these circumstances, then you are 
going to be taking a risk that we are describing to you up front. 
There's a lot of people that have fallen prey to unscrupulous lend- 
ers that have utilized this same circumstance to take people's 
homes. 

Believe me, you say that doesn't happen. It happened in my dis- 
trict to over 200 homes. 

Mr. JUDIS. It does happen on occasion. There's no question about 
it 

Chairman Kennedy. So all we're trying to do is say, listen, there 
are abuses that can take place in these circumstances and we're 
tiving to bracket against them. Can you describe a circumstance 
where some one individual, whether it be Deborah or whether it be 
this fictional individual that you described, might be in some way 
denied the opportunity for credit because 

Mr. JuDis. Yes. 

Chairman Kennedy. Of the protections that we're providing a 
whole other group of people? I suppose that might be true, but 
we're trjdng our best to make certain that we are not preventing 
a lender from making a loan under those circumstances. We're just 
simply saying that if you go ahead and make those loans under 
those circumstances, you better be darned careful that you know 
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what you're doing. That is what we are attempting to accomplish 
here. 

You can get bogged down in a lot of rhetoric, but that is what 
we are attempting to do. Most people, when they look at this legis- 
lation, think that it works. 

Mr. JuDis. We appreciate what you're trying to do here. Stopping 
the abuse is absolutely in everyone's interest But l^ the same 
token, that aerospace engineer who's got that equity in that house 
and who is now unemployed deserves the right to borrow on his 
equity and we don't want to inhibit that right Thaf s all. 

Chairman Kennedy. And he can borrow on his equity. 

Mr. JUDIB. With some difficulty, perhaps. 

Chairman Kennedy. Mr. Drent, you had a comment you wanted 
to make. 

Mr. Drent. Yes. I just wanted to comment on foreclosures. We're 
hearing percentages of actual foreclosures, and they sound pretty 
low, but I would suggest, sir, that most people are living under the 
threat of foreclosure, particularly the senior citizens. These are peo- 
ple who pay their oills. As Ms. Robins said, they go without to 
make sure they pay that bill. 

Also, many people are selling their homes before they're fore- 
closed upon, using the proceeds of the sale to pay off the loan, los- 
ing all the equity they built up in their homes. Others are also 
signing deeds in lieu of foreclosure. So there is no recorded fore- 
closure. There's just a transfer of the property. 

I guess I think it's just an incorrect focus to say we only foreclose 
on 1.5 percent of the loans because that really doesn't show whaf s 
happemng. 

Cnairman Kennedy. Thank you. 

Mr. Drent. Also, the caps are floating. 

Chairman Kennedy. Tnank you very much, Mr. Drent. If Mr. 
Deutsch or Mr. McCandless have a final comment. 

Mr. McCandless. Yes, Mr. Chairman. I apologize to the gen- 
tleman. I got carried away here, but he's evidently lost a couple of 
chapters in this book that he's been writing, because people who 
have equity in farms, people who have equity in cars, people who 
have equity in all kinds of things, not the least of whicn is a house, 
are able to borrow based upon their past history of how they paid 
when they were not employed. 

If I'm a farmer and I lost my crop and this is the second time 
I lost my crop and I still have a little equity left in my property, 
I can go get a loan to put another crop in. At some point, if I keep 
losing my crops, then I no longer own the farm or the ranch or 
whatever you wish to call it. 

This is standard. Let's take this defense engineer, for example. 
He's got a son in college or he's got something nere, he's got some- 
thing there, and it's time to pay the tuition and he knows within 
the next 6 months or so that he s going to go back to work because 
he's been told by somebody just as soon as we have this or that, 
whatever the circumstances are. 

But in the meantime he has to support his obligations and he 

goes wn to a traditional finance institution. Tney, basically, 

under rules and regulations that thev work under, cannot loan 

y y money that is unemployed. That's where Fm coming 
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from. And there's nothing wrong with that because if s happening 
in thousands and thousands of cases and has happened for years 
and years in California. 

Thaf s why I got all excited. 

Mr. Marks. Sir, I appreciate that. If I can just make one quick 
comment We give extra protection around real estate issues, be- 
cause it's such a fundamental issue. We're talking about a fringe 
element that is becoming more and more mainstream. If someone 
is desperate and they cannot— and that thev lose their job, they 
don't nave the income, we should look at the motivation of the 
lenders who are lending them money. 

Is that motivation because there is a legitimate credit need out 
there or is that motivation because there's a lot of equity in that 
house, they want to' get the highest interest rate and, in the end, 
they want the home? In our experience, and we've had a lot of ex- 
perience in this area, with all due respect, is that there's a lot — 
there are all the lenders out there that want to get that return 
quickly, know people cannot make those payments and want the 
equity in the home. That is what we're concerned about Those 
loans should not be made, sir. 

Mr. McCandless. Mr. Marks, where you have that kind of a sit- 
uation, we're in parallel. But you shook your head when we talked 
about the engineer and you said we should not loan that person 
money. That's why I came unglued. Thank you. 

Mr. Marks. Thank you. 

Chairman Kennedy. Thank you, Mr. McCandless. Mr. Deutsch. 

Mr. Deutsch. Thank you^ Mr. Chairman. Again, I guess there 
really is a philosophical difference. I think there's a certain point 
where I don't think the government ought to really be dealing with 
motivational analysis of people in terms of why they want to tap 
their equity. 

I have some personal experience in the real estate world and bor- 
rowing on real estate and transactional real estate. The people who 
are in the lending business are in the lending business. They don't 
want to lose money and they don't want to foreclose. 

It's a business of lending. You're dealing with people who can 
make their choices, who have information, and I don't believe vou 
meant to take away that freedom. People nave the freedom to lose 
their homes, in that sense. I don't think we ought to denv the per- 
son who is making $100,000 a year and loses his job and wants to 
take risk capital out of his home. 

Some people might feel otherwise, but I just don't. 

Mr. Marks. Sir, I'm sorry. I just wanted to say one thing. Since 
vou are an expert in real estate or you have that experience, you 
know that if tnere is 40 percent equity in the home, in the past, 
people have not looked at people's ability to pay. We think that 
that is preying on people's desperation. If you go up and you look 
at where Metropolitan or other finance or brokerage companies 
lend, it's in the minority and working class communities. It's 
tareeting people who are the most vulnerable. 

That's why what this legislation does is protect the most vulner- 
able from their major assets. 

Mr. Deutsch. Let me just respond. One is I just don't think be- 
cause people are poor or minorities, the/re ignorant or they don't 
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have the ability to make their own decisions about whether to bor- 
row money on their homes or not That's number one. You don't 
need to protect them. 'Diey can protect themselves. 

Number two, I'm not saying there are not abuses in the system. 
There clearly are abuses and there are people who ougiit to be in 
jail and some of them are in jail. But that's where were drawing 
the line. I think Mr. Judis said it best in his last statement^ that 
we support — ^and I have been very supportive of what the chairman 
is tiyinp to re^rding Fleet scam — I'm aware you've been very suc- 
cessral m dealing wiUi what these con artists. 

That's what we should be focusing on, not txyine to stop people 
from tapping their own equitv when they know and the/re knowl- 
ec^eable about what they're doing. 

Mr. Judis. May I just say one thing? There are also thousands 
of business 

Chairman Kennedy. We could just keep this baby going for as 
long as we want I think everybody has got the point Theres a few 
lines drawn in the sand. I just want to say for the record that none 
of these provisions even caused anv kina of controversy really in 
passing the Senate. We look forward to getting a bill out. 

Thank you all ver}^ much for vour testimonv. I appreciate it. See- 
ing no further questions, on behalf of the subcommittee, I want to 
express my appreciation to all our witnesses who shared their sto- 
ries with us today. I'd like to ask unanimous consent that the 
record be kept open for a period of 4 weeks from today so that addi- 
tional views mav be submitted. 

Hearing no objection, so ordered. The panel is excused and the 
subcommittee is m recess. 

[Whereupon, at 1:34 p.m., the hearing was recessed, to reconvene 
at the call of tne Chair.] 
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U.S. HOUSE OF REPRESENTATIVES 

SUBCOMMITTEE ON COMSUMER CREDIT AND MSURANCC 

COMMITTEE ON •ANKINO. FIMANCE AND URBAN AITAMS 

ONE NUNORiO TNmO CONQRfM 

ROOM MM ONEta MOUSE OmCE iUaOMO 

WASHINGTON. DC 2M1S 

Opening Stat«B«nt 

by 

R«pr«s«ntativ« Jos«ph P. K«nn«dy II (D— >IIA) 

March 22, 1994 

THIS MORNING, THE SUBCOMMITTEE HOLDS ITS SECOND HEARING 
ON THE SERIOUS PROBLEM OF HOME EQUITY LENDING ABUSE. THIS IS A 
PROBLEM THAT IS NATIONAL IN SCOPE. IT AFFECTS PEOPLE OF ALL 
BACKGROUNDS — WHITE AND BLACK, URBAN AND RURAL. TENS OF 
THOUSANDS OF HARD-WORKING FAMILIES HAVE BECOME THE UNWITTING 
VICTIMS OF SCAM ARTISTS AND PREDATORY LENDERS. THEY HAVE WORKED 
THEIR ENTIRE LIVES TO FINALLY OWN THEIR HONES — ONLY TO LOSE 
THEM TO UNSCRUPULOUS LENDERS HELL-BENT ON EXPLOITING THEIR AGE OR 
^LACK OF FINANCIAL KNOW-HOW. IN MANY CASES, THEY HAVE LOST THEIR 
'SAVINGS, THEIR HOMES, AND THE PEACE OF MIND THAT TREY EARNED 
THROUGH YEARS OF SWEAT AND TOIL. 

THIS SUBCOMMITTEE, AS WELL AS THE SENATE BANKING COMMITTEE, 
HAS COLLECTED OVERWHELMING EVIDENCE OF SHOCKING ABUSES TAKING 
PLACE THROUGHOUT THE COUNTRY. WE HAVE SEEN CONSUMERS PAYING 20, 
30, EVEN 40 PERCENT FOR HOME EQUITY LOANS. WE HAVE SEEN 
CONSUMERS WHO ARE SQUEEZED INTO PAYING 29 PERCENT G« MOM OF A 
LOAN JUST IN FEES AND COSTS. AND WE HAVE SEEN CONSUMERS LOSE 
THEIR HOMES DUE TO THE HIDDEN TERMS IN A LOAN THAT ARE THE 
HALLMARKS OF THESE MORTGAGE SCAMS: BALLOON PAYMENTS, NEGATIVE 
AMORTIZATION, PREPAYMENT PENALTIES, AND REFINANCING AT HIGHER AND 
HIGHER RATES. 

OUR FIRST WITNESS TODAY, MARGE ROBBINS, WHO LIVES JUST A 
COUPLE OF BLOCKS FROM ME IN BRIGHTON, MASSACHUSETTS, IS JUST ONE 
OF THE THOUSANDS OF HOMEOWNERS IN MY Sfi^TE WHO BECAME TRAPPED IN 
A SPIRAL OF DEBT BY UNSCRUPULOUS LOAN sfiuOOCS. AT ONE POINT, SHE 
WAS SUPPORTING HER DISABLED — AND NOW, » I'M SORRY TO SAY, 
DECEASED — HUSBAND, AS WELL AS HER DEVELOPMENTALLY DISABLED SON, 
ON AN INCOME OF $2563 PER MONTH — AND PAYING $2150 OF THAT 
AMOUNT FOR A HOME EQUITY LOAN. THAT 'A ABOUT t4% OF HER INCOME. 
IF THAT ISN'T LOAN SHARK UNDERWRITINCT I DON'T KNOW WHAT IS. ALL 
TOLD, SHE WAS FORCED TO REFINANCE 11 TiMES — EACH TIME PAYING 
THOUSANDS OF DOLLARS IN PREPAYMENT PENALTIES, BROKERS FEES, AND 
OTHER OUTRAGEOUSLY INFLATED COSTS. 

H.R. 3153, THE HOME EQUITY PROTECTION ACT, WAS INTRODUCED TO 
MAKE SURE THAT WHAT HAPPENED TO MARGE ROBBINS DOES NOT HAPPEN 
AGAIN TO ANY AMERICAN HOMEOWNER. ITS GOAL IS SIMPLE: TO CURB THE 
ABUSES IN THE HOME EQUITY MARKET, WITHOUT CURBING THE ABILITY OF 
THAT MARKET TO PROVIDE VALUABLE FINANCING TO CONSUMERS. 



SINCE INTRODUCTION, I HAVE CONSULTED WITH MEMBERS ON BOTH 
SIDES OF THE AISLE. I HAVE ALSO HEARD FROM SEVERAL RESPONSIBLE 
INDUSTRY MEMBERS WHO ACKNOWLEDGE THAT ABUSES IN THE MARKET MUST 
BE STOPPED. A NUMBER OF CONSTRUCTIVE SUGGESTIONS HAVE BEEN PUT 
FORWARD, WHICH I BELIEVE WILL IMPROVE THE BILL'S ABILITY TO MEET 
ITS GOAL. IT IS MY INTENTION TO OFFER THESE SUGGESTIONS IN AN 
AMENDMENT WHEN THE SUBCOMMITTEE MARKS UP THIS LEGISLATION. AMONG 
OTHER REVISIONS, THIS AMENDMENT WOULD: 

— RESTRICT THE BILL TO ONLY CLOSED-END CREDIT TRANSACTIONS; 

— ALLOW BALLOON PAYMENTS ONLY AFTER 6 YEARS; 

— ALLOW REFINANCINGS WITH THE ORIGINAL LENDER ONLY WHERE 
THE INTEREST RATE ON THE NEW LOAN IS LOWER THAN THE RATE ON 
THE ORIGINAL LOAN; 

— EXEMPT CREDIT INSURANCE FROM THE FEES CONSIDERED UNDER 
THE BILL; 

— LEAVE UNTOUCHED THE FEDERAL PREEMPTION OF INTEREST RATES 
FOR THESE TYPES OF LOANS; 

— EXEMPT REVERSE MORTGAGES; AND 

— REQUIRE A DEBT-TO-INCC»fE RATIO OF 50% OR MORE TO TRIGGER 
THE PROHIBITED PRACTICES OF THE BILL. 

^I WANT"TO "pArSTcULARLY thank chairman' flake, MR. lAROCCO, 
MR. FIELDS, MR. WATT, MS. FURSE, MS. ROYBALL-ALLARD, AND MR. KING 
FOR THEIR INPUT. I ALSO WANT TO RECOGNIZE THE CONSTRUCTIVE ROLE 
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J^YICU BY IIOU8SHOLO XIITBMMATZONAX«, BENBPZCZAL MMIAGBfENT, FLEET 
EhAMCE, and AARP. these ORGAiriZATIONS HAVE ALL WRITTEN ZN 
SUPPORT OF H.R. 3153 AS I WOULD HOPE TO AMEND IT. COPIES OF 
THEIR LETTERS ARE ON EACH MEMBER'S DESK. I WOULD ASK UNANIMOUS 
CONSENT THAT THESE LETTERS BE MADE PART OF THE RECORD. 

THESE CHANGES WILL NOT ERODE THE FUNDAMENTAL CONSUMER 
PROTECTIONS OF THE BILL. ON THESE, THERE CAN BE NO COMPROMISE. 
FIRST AND FOREMOST, CONSUMERS WILL HAVE TO GET FULL DISCLOSURE OF 
THE RISKS OF HIGH-COST HONE EQUITY LOANS — INCLUDING NOTICE THAT 
THEY COULD LOSE THEIR HOME, AND MIGHT BE ABLE TO FIND A CHEAPER 
LOAN. SEOHID, THE BILL PROHIBITS LENDERS FROM TAXINO ADVANTAGE 
OF A CONSUMER'S AGE, LACK OF FINANCIAL KNOW-BON, OR PHYSICAL AND 
MENTAL INFIRMITIES. THIRD, THE BILL ASSIGNS LIABILITY FOR THESE 
LOANS TO THE MAINSTREAM LENDERS WHO OFTEN BUY THEM. UNDER THIS 
PROVISION, THESE LENDERS WILL NO LONGER BE ABLE TO WASH THEIR 
HANDS OF THE FRAUD AND DECEIT USED BY THE BROKERS OR FINANCE 
COMPANIES WHO MAKE THE LOAN IN THE FIRST PLACE. FINALLY, WHERE 
CONSUMERS ARE PAYING MORE THAN 50% OF THEIR INCOME FOR A HIGH- 
COST LOAN, THE BILL OUTLAWS THE PRACTICES THAT ARE MOST OFTEN 
USED TO ROB PEOPLE OF THEIR MONEY AND THEIR HOMES. THESE 
PRACTICES INCLUDE BALLOON PAYMENTS, NEGATIVE AMORTIZATION, 
PREPAYMENT PENALTIES* AND REFINANCINGS AT HIGHER RATES. 

I AM HOPEFUL THAT, WITH THESE CHANGES, WE CAN BRING A WELL- 
BALANCED BILL TO CONFERENCE WITH THE SENATE. IT IS CRITICAL THAT 
WE ACT TO STOP THE MORTGAGE SCAMS THAT HAVE TURNED THE AMERICAN 
DREAM OF HONE OWNERSHIP INTO A NIGHTMARE FOR TENS OF THOUSANDS OF 
FAMILIES. 
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Opening Statement of 

Congresswoman Lucille Roybal-Allard 

Subconunittee on Consumer Credit 

March 22, 1994 

Mr. Chairman, I would like to thank you for holding this 
hearing to discuss H.R. 3153, the Home Equity Protection 
Act. 

Mr. Chairman, as you know, home equity fraud is a daily 
occurrence for those who cannot rely on mainstream lenders 
to obtain credit. One hundred cases of home equity fraud 
are reported in Los Angeles each month. Across the nation, 
people who have worked all their fives to own their homes 
are beii^ stripped of their life savings and made homeless by 
usurious lenders out to make money oft the backs of the 
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poor. This tragedy demands Congressional action. 

Fraudulent lenders have developed a successful niche for 
themselves by preying upon communities that have 
historically been redlined. As we speak, some unscrupulous, 
smooth-talking, scam artist is going door-to-dow convincing 
homeowners in my community to take out loans they can 
never realistically repay. 

Mr. Chairman, I look forward to working with you and the 
Members of the Committee to put an end to this illegal and 
immoral practice of home equity fraud. I also look forward 
to finding some common ground to ensure that this 
legislation does not penalize legitimate consumer lenders or 
create a credit crunch for those who already find difficulty 
in obtaining credit. 
Thank you. 
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nf MM !• Worjarltf UtilM of ll vrlooilla load, Briglitoii, 

2 livo ttar« with Wf at yotr old dovolopwntally diMblod 
o«n «!!• llvoo on tlM Ivd floor. Bo holpo vitu tbo aortgogo 
fwyMmto f yoB liio diMbility olMOk and oloo^ vorko ia o vorkobop 
iiid odiitrikutoo to o t ooo n $160 tad $176 o monhk addltionol inooM. 

2 werk part-tiao ao « oof dtoria voxkdi; for tbo city of 
Boatoiii lohool DopartMnt «t « aiddlo oobool ond vork 20 hours a 
Vdak (aoMtiaaa Bora) at a rata of $l.ao aa boor boforo taseoor 
usually gotting $164 • 00 a voak* 

Ny husband Oary gas a salf-oaployod oab drivor who loasod a 
sab until ha had part of bis foot a^putatod prior to bis sorious 
illnaaa* Oary aadt about liSO a day driving a oab la to 14 boors 
a day. Ka gas not alloifod to go book to driviag a oab aftor 
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hftvlng his foot npotatod, Mrioiwly buporing tbo •aount of 



wo aloo 9«t rontal laooao of Itoo.oo a aonth plus ay social 
ooourity ohook for a total inooMO ovary aontii of $2,563.00 loaa 
than half of nhat vo got boforo Gary took aiek and paaaod avay. 

Wa paid off onr original aortgaga in IMS. Wa originally 
purohaaad our honaa in 19M, for $2l,900.oo. Wa rofinanoad a 
■■all ran^ining halanoa in 1913 baoauaa tho City of Boaton 
Inapaotional tarvioaa had ua do rapaira to tha honaa to bring it 
up to hoaaing ooda. 



Ohfortnnataly, va eallad a ooapany naaad Financial 
iBntarpriaaa in Canton, liiaaaclmaotta. Iha first loan va got fro« 
thoB waa to fix up tho honao. It vaa at a xnta of nora than 16%. 
might avay thay hogan to oall and aand advartlaaaanta asking ua 
to rafinanoa. During tha ooursa of yaara va rofinanoad to put 
up nsv stom vindovs, fiicad porohss, guttars, roof, paintad, 
caught up on book taaas, and oaught up on axoossiva vatsr billa. 
wo also rofinanoad for nodical raasons uhon Gary, ^y husband, 
to6k aiok. 

Altogathar va rafinancad 11 tinaa. NO ona ovar told ua that 
aach tina va rofinanoad, thay vara charging ua a panalty to pay 
off tha old loan. Wa alao did not aaa that thoy vara charging 
attorneys foos of naiiy thousanda of dollars for tha rafinancinga. 
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(w« found out latMT that ttnw attomay f aas vara going to tho 
praoidant of tha coMpany*^ ba vaa tba ooapany attomay.) in Juna 
of 1990, va alao found out by aooldant tbat Vlnanoial sntarpriaaa 
had had ua aign a rat Inanolng agraaaant that inoludad a quiok 
Glain daad in rinanoial Bntazpriaaa' naaa vhioh aaant that va did 
not own tha houaa, that Financial sntaxpriaM did and tha only 
way va oould gat it back waa to pay off tha antira aortgaga. 



Wa vara contactad by a nuabar of aortgaga ooapaniaa and 
finally aattlad on Oantury Nortgaga vbe told ua va oould gat an 
r.N.M.A. aortgaga at • 1/2%. tfa vara told that va vara aligibla 
for thia until 2 daya bafora tha aigning vhan va vara anddanly 
told va had to pay an intaraat rata of 16-3a% for a total of 
$2,150.17 a aonth for 15 yaara. My huaband and X navar aignad 
tha original application, h copy of tha papara can ba aant for 
ybur raviav, Wa vara told va vara aligibla for tha lowar rata if 
va auppliad all tha foraa raguirad vhiob X did. Latar, va vara 
told that vith ay huaband in tha hoapital, that va no longar 
qualifiad for tha lovar rata baoauaa tha houaa naadad aoaa 
outaida rapaira and tharafora had to talca tha highar rata. Va 
vara alao not told that tha vould ba aold to a ooapany in 
California — Mvanta Nortgaga. For tha oloaing, ay huaband laft 
tha hoapital in a vhaal ohair, oonnaotad to an intravanoua lina 
in hia nadk and va oonduotad buainaaa in tha hallvay of tha 
aortgaga coapany'a lavyar# baoauaa thara vara no handioappad 
faoilitiaa. 
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Ws had to p«y off all ethor oroditors boforo contitry would 
givo us thm aoooy. Tti—o includod a oar loan, a aaall parsonal 
loan, aavaral aaall oradit oard balancaa, plus rapayaant to 
riaanoial Batarpriaaa of $113,000, inoluding a panalty oliarga for 
paying off ttaa loan bafora it iiaa dna* Tha toan alao inoludad a 
$6,000 payaant to a ooapany oallad Iqaityatan whloh bad arrangad 
tba loan. (Wa only laamad latar that tguityatars vaa tha aana 
ooapany aa Oantury Mortgaga, tbay hava tha aaaa addraaa.) ira 
andad up with $16S.M in oaah aa part of tha anoont finanoad. 
Maadlasa to aay, va fall btfiind in tha payaanta of $2,150.17 
ianadiataly bacauaa of ny hnaband'a illnaaa. Ha vaa in tha 
hospital 2 1/2 BOBtha vith a aaaaiva infaetion in hia laft foot 
and andad up having toaa a^^utatad in Mrwaiftir. 

Z oontaotad Advanta Mdrtgaga, to whoa Cantury Nortgaga had 
nold tha loan, and aiq^ainad tha situation to than and of farad to 
pay bataaan $1200 to $1900 a nonth for a pariod of tina until ^y 
huaband got book to work. Tbay voold not ^coapt this. Thay aaid 
pay tha vbola thing or nothing, ihay thrattanad to foracloaa. z 
oontaotad than again in January, 1991, and .in P«bruary, 1991 and 
tha ansvar vaa atiU no. 

My husband and Z oontaotad attonmr Bobart Movack of Pall 
Rivar, Naaa. and ha snggaatad that Z oontaot tha nortgaga oonpany 
again and try to work out sonathing. Wa vara rafuaad, and in 
saptanbar 1991 va f ilad for bankruptcy in ordar to hold off a 
foraoloaura. Thair attomay oontaotad ua and told us that our 
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Houss was going to bo oold at auotion Novoibor 8, 1991. Tho 
banlcruptoy action put a hold on it and that's whan Colonial Bank, 
who now had tho sortgaga — filod for raliof of tho atay. Wo 
wont to ooujrt with Mr. Movack on Vovvdaar 16, 1991 and tho judga 
told UB to try and vork out an agro a na nt , HO alao folt that our 
aortgogo vaa oxooodlngly high* 

wo than want hack to court to aoa tha truatao, lir. Joaaph 
ssabo to f ila a plan. Wa vara told that colonial Bank of 
California and haan tandarad a plan to rafinanoa tha aortgaga of 
$144,000 with intaraat of 11 l/2%# to aaka tha payMnta 
approxiaataly $1500 a aonth, plus $200.00 a sonth to Nr. Ssabo 
for SOBS ssall bills which also had baaa inoludad in tha 
bankruptcy petition. Tha bank rafusad and wa vara unabla to 
subsit a plan for tha bankruptcy court. Wo vara in a vary bad 
Situation and naadad sowaona to halp ua ravrita our aertgaga. 



Z triad avazything to calling tha bank -- appaaling to thair 
■arcy — calling a parsonal ccunaallor by tha nana of Jaaaa Allan 
who rofarrad aa to Attomay Laon Aaronaen, ;Vho baa ainca baan 
diabarrad. Wa filad bankruptcy a aacond tiaa and thia hald off 
tha bank for a abort tiaa. Naadlass to say, wa hava spant quita 
a bit of aonay on lawyars, lagal faas, ate. (..aonay which I 
took froB boating axpanaas, sating, ate.) Till thia day, z hava 
to vatdh ay axpanaas and thara wara aany cold days this paat 
vintar. Wa want without haat ao our aertgaga waa paid, and wa 
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had food on our tablo. My houso bmoo ovorything to m and X 
vill not 90 through anything lika vhat happanod avar again. 

wa vara told about anothar organisation, tha viotia 
Raaolution Prograa run hy tha bankara in NaaaaObuaatta, hut thay 
tumad ua dovn aa thoy did not want to daal vith an out of atata 
hank. Thay rafarrad ua to Mocaa Moaalay and Scuaanioal sooial 
Aotion OOiBittaa in Boaton who took ua in hdnd. Thank Ood for 
thaa. Moraa had na oontaot a lavyar who oontaotad Advanta 
Nortgaga and thraatanad than vith a lavauit* Nora liigal faaa, 
though, and aora aonay involvad. Wa had to aand Advanta Nortgaga 
in May of 1992 $3000 or aora, X'a not aura of tha figura, to hold 
off foraolooara. Thay gava ua a aontha to peaa up vith aoaa aort 
of payaant plan. 

Maadlaaa to aay va did not knov vhat va vara going to do. X 
aorapad togathar tha aonay and got a 2-aonth axtanaion. That'a 
vhan Noraa and Hagina vant to vork. Thay oontaotad Shavaut Bank 
vho had tha houaa raappraiaad and va found out tha valua of tha 
houaa had gona dovn. Tha appraiaal va had raoaivad in Soptaabar 
of 1990 vaa for $302|000. Shavaut aaid 2 yaara latar it had gona 
dovn to $200,000. Tha city had anothar appraiaal for tax 
purpoaaa. Whan all vaa finally raaliiad, it vould taka a ainiaua 
of $161,000 to buy haok our houaa, vhioh vaa aold vhila va vara 
aitting in it ona day in July of 1992. Ma navar avan knav tha 
aala vaa taking plaoa. Sitting hara vriting thia, X ory knoving 
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COMMENTS OF THE NATIONAL CONSUMER LAW CENTER' 

ON 
H.R. 3153 - THE HOME EQUITY PROTECTION ACT OF 1993 

Healing Before the 

Subcommittee on Consumer Qedit and Insuianoe 

Committee on Banking, Finance, and Urtian Affiurs 

House <^ Representatives 

March 22, 1993 



Chaimian Kennedy and Members of the Committee, thank you for your invitation to 
testify today. 

The National Consumer Law Center is an organization which acts in part as a national 
support center for legal services attorneys and pro bono attorneys representing low-income 
consumers around the country. Hundreds of attorneys firom all over the country routinely 
request our help in aiudyzing credit transactions and determining what legal rights and 
remedies their clients might have. 

We had the honor of appearing before both this subcommittee and the Senate Banking 
Committee while the members explored the heart-rending problems of families losing their 
homes to predatory lenders, particularly in low-income and minority areas ignored by market- 
rate lenders. In those hearings, we were able to draw on our experience of examining 
hundreds <^ these mortgages and share what we have learned about their most common 
techniques. We also discussed why, for the first time, high rate lending became a substantial 
threat to people's homes.' High-rate lending has been around for a long time, but not until 
recently were people threatened with foreclosure because of it Mortgage loans, the most 
secure credit, were not generally subject to outrageously high costs - until the last decade: 
foreclosure rates have increased by more than 200% since 1980, and these loans are no small 
part of that proUem. This testimony will not repeat the explanation for the shift, (which 
includes deregulation), but that background is inqMftant to keep in nund as we think about 
ways to protect family homes from the excesses of greed. 



*These ooaynents were piqared with the assistance of Gary Kldn, Margot Sao^ 

^ee PioUeiiis in Ccwunimity Devetopiaei^^aBfcins, Mortgage Lending Discrimination. Revene 
and Home Equity Lending, Hearings ufort the Senate Committee oh Banking, Housing and Urban Affairs, 
103fd Cong.. 1st Sess. 2S6 (1993Xslalement of Kathleen Keeat). [iktr«i(l«r. Sm. ifr^^^ 
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THE LAW AGAINST "STEALING HOME" 

Today, we are quite pleased to be back to discuss H.R. 3153, a stq> in the right 
direction. This should be viewed as the law against "stealing home.**^ While it is not a 
total fix - we should not delude ourselves about that* - it is progress. H.R. 3153 was a 
creation of compromise from its birth; and any further weakening will just reduce its 
effectiveness as a solution to the problem of equity-sldmming and loss of homes. We are 
particulariy pleased that it substantively limits some of the more egregious practices, rather 
than relying merely on disclosure. While disclosures are helpful, they cannot be the answer. 
The recent Dq>artment of Education study indicating that 40% of adult Americans are 
functionally illiterate highlights the ineCTectiveness of a public policy of **borrower beware," 
(with or without disclosures) in the area of conq)lex credit transactions, which these loans are 
often designed to be.^ 

THE PEOPLE AFFECTED 

As you consider this bill, we urge you to keq> in sharp focus the people who will 
benefit from this bill. People like my former neighbor, who had to drop out of school in the 
fourth grade to help care for the family; older people, who came of age in an era when you 
trusted that people were trying to do right by you; responsible and credit-worthy people who 
have been ignored by market rate lenders — too often minority homeowners.* (The lopsided 
dennographics on these loans make it clear that this should be viewed as a fair lending law for 
minority and elder homeowners.) 

We also urge you to keep inshaip focus the lenders who will - and won*t - be 
affected by this bill As Eugene Ludwig, Coraptnrfler ot the Currency, indicated in his Senate 
testimony, this legislation, deterring creditors who want to charge excessive fees and interest, 
and impose repayment tenns the consumer cannot meet, will not interfere with legitimate 



^The tenn was used by reporter Mike Hndson, Stealing Home: How the Government and Big Banks Help 
Second Mortgage Companies Frey on the Foot, 26 Cleariiighoase Rev. 1476 (Ntech, 1993) (reprinted with 
permission from The Washington Monthly). 

^bkoas Sautt tesdinooy, we nggeMed tiua oae of the ntM critiad lefonns wonkl be the i ri n i aicm cm of 
me ceilingi and limimtkaw fln other chMgei. In thit, we felt that the experieaoe of the last "deregnlatioD" 
decade ooly iioved that the prevkjus 20004> yeafs of laws against usiay were right after ^ QT. Senate 
Hearings, p. 393 (sUiementof John B. Long). 

*See -Litency of 90 KGlUon is Deficient," Washington Post, p. 1 (Sept 9. 1993). 

*As prior hearings revealed, the evidence increasingly moonts that noe skews the lender's peroeptMn of 
creditworthiness, ID the detriment of ninorities. On the flip side, those mortgage h)ans which are bdng made in 
minority and tow-income neighboriioods under CRA p ro gna u s are, for the fiqt time, j^eing evahmed and found 
Id pctfonn as wdl — and in some instances, better llian ~ tiadilkinal loans lo non4afgeied bonowcf i. See* 
*Sound Loans For Coaunnnities: An Analysis of die Perfbnnanoe of Oooununity Reinvestment Loans,* 
(Woodstock Inslituie. October, 1993). 
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finandal transaaions. RR. 3153 is mmtmAj i 

equity lending in genenL b is critical to ke^ i 

criticisnis tbom the bin. Fori 

not prohibited. Only balloon paym en u in high-cost loans mc ] 

difference. Not all rennancing Icn d cfs are linnipd in Acv n^c to i 

loan. Only high-cost lenders are so linaied. Please do not lose sight of that as yon are aslosd 

to weaken thisbiU. 

RR. 3153 goes a kmg way lowanl p rotec tin g the most vnlnenble fiRMn the loss of 
their hooae to those who look only for mnxinwin profit - at others* nptnie While we are 
very pleased diat the Senate has now passed a co iiy a ni o n (though weaker) bHU we urge that 
H.R.3153 go forward as written, for it closes some im por tant gaps in die Senate bilL 



COVERAGE OF OPEN-END CREDIT 

One provision of RR. 3153 as introduced is particularly crucial to dose a major 
loophole left in its Senate counterpart, S. 1275. The definition of a high cost mortgage in the 
Senate excludes open-end credit The Senate committee report explained that its hearings 
"produced no evidence ot abusive home equity loan practices in the open-end credit 

market"^ 

There are many proUems with tiutt. First, diere is predatory open-end credit. Attached 
to this testimony is an open-end home equity loan from a nationwide finance comp nny . 
(Exhibit 1) According to our iuformation, this loan product invariabfy results in a large 
balloon payment Yet because it is cast as open-end credit, diat is not dear to the borro w er . 

The example in Exhibit 1 had a credit limit of $56200, yet die initial advance was 
$57200. This variable rate contract, initially at an 18% rate,' provided for nnatfaly 
payments of 1.5% of the account balance. ($85837 at the outset) b also inchided credit 
insurmce premiums which began at $48.62Anonth, and grew fiom there along with die 
outstanding loan balance. There was also a $50 annual fee on the plan. 

Very unobtrusivdy, (see if you can find if), there is a provision calling for the loan 
to terminate in 15 years. NCLC amortized this loan, assuming the initial rate on this ARM 
would /a// to 15% in 1 1/2 years, and dien remain diere. The 15-year surprise to Oie dAuar 
is a $66,487 balance to pay off, after already paying $163 J43 over the yearsl 



^S. Rq>. No. 103-169. IQM Cong.. IM Ses.. p. 23. 
*I1iae was an arigioalkm fee of $1405. as well 



*In a siigfat oDdenlalement, it alto mentioBS that the morinam BKatfUy payfl^ 
DOt folly iqaqr ihe kian hi 15 yess. 
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This was not disclosed as a balloon payment, since under TIL, payment schedules are 
not a required "open-end" disclosure. Also not required open-end disclosures are the total of 
payments ($230,230), the total finance charge ($138,241), nor the total credit insurance 
premiums ($9327). (Undoubtedly, the less-infonnative disclosure requirements of open-end 
credit played a role in the creditor's decision to structure the loan this way.) 

The second flaw in the logic of excluding open-end credit from this bill is that 
predatory lenders will simply seize this loophole, and this practice of disguising closed-end 
credit will grow. As noted above, there already is one incentive to create spurious open-end 
credit; exclusion from this law would add an even more enticing one. There is no point in 
allowing more people to lose their homes to foreclosure before you have to pass more 
legislation to plug the gap - not when we know very well right now it will happen. 

THE TRIGGER 

The trigger is the mechanism by which this bill targets the problem loans. The 
ultimate compromise in this legislation is that it still permits these loans to be made at all: 
the narrower the net cast by the trigger, the more problem loans will remain free of its 
strictures, to wreak Hnancial havoc on its victims and threaten them with loss of their homes. 

The Index: The first prong of the trigger covers loans with APRs higher than 10% above the 
1-year Treasury index, while the Senate bill uses Tireasury securities of comparable maturities. 
As the Senate report notes, a 1992 survey found that the average spread over the 1-year 
Treasury rate for home equity loans was 4.36%.*® Thus using the 1-year rate cq>tures those 
loans with spreads already /nice the going rale, but use of a comparable maturity rate would 
allow an even wider gap before the protections of this bill kick iiL Use <^ the one-year rate 
would now capOttt loans at 13 1/2% ABls," while on a 5-year loan, loans with APRs up to 
15% would esciqw. Given the availability of 7% 5-year second mortgages ix>w, there is 
absolutely no justification for increasing the allowable spread any fiirdier.'' 



*fS. Rept, n^nL uato 7. m, 24. The avenge 1-year Treaauy me for 1992 was 3.89, ao a me of avenge 
spread over that ivouki be 8 1/4%. 

**TableU5.80FBd.Rei.BiiILA26(Feb^l994). (jPigiires for Nov. 26, 1993). 

"A quick survey of Bosloo mies on S-year ctoaed-end aeoonds diowed a nuge of mlea from 7% - 9jS%. 
(The Mgher me was from only one inrttutkw aurveyed, and it was coupled wiih a lowr leaaer late.) Adam 
--^ddlh^liimaelfifaoughtlhM the legal inlerest me ou|^ not be much above ih^ The Wealth 

of Halk)as.C3iap. 4. (quoted by John B. Long. CooauoMrCkeditActkiiis: High Rales, Racial DiaoimiBatkii and 
Other Suits, p. 4, CoofeRoce Malerids, Nalknal CooauoBa Rights Uti^ 
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The8%Trigger: The second prong of the triggo- is extremdy critkal, as, if not frop^ 
covered, it can be a serious loophole, ft provides an alteniative test for coverage of loans 
with fees <^ more than 8% <tf the amount financed, minus fees.'' 

One of the most frequently used techniques ot equity-skimming lenders is to pad 
loans, not only with a very high number of points, but also with a vast amy oi other cfaaifes, 
some for legitimate services, some for highly questionable ones, but most often ''padded'* fu 
beyond a reasonable price. 

The bill purposely did not look solely to 8% of the "amount financed" as that term is 
defined by Thith in Lending for the reason that TIL, on real-estate secured lending ofifers a 
number of loopholes that diese lenders have exploited to the hilt Among charges which, on 
their face,^* are permitted by TIL to be included in the amount financed are: 

brokers* fees 

credit insurance premiums 

lenders* attorneys fees 

separately imposed (and inflated) charges for numerous "services". 



Here are three examples from NCLC files of how the amount firumced can be artificially 
inflated with charges: 

* Broker' s fees: Broker's fees of $6000, more than 10% of the principal on a 19+% 
loan, firumcing a home solicitation sale of windows. (The thoughtful broker called back 
within 3 months, and ofifered to get the homeowner a lower rate: 17.5% on another loan, 
with anodier $6()00 broker's fee.) 

* Credit insurance: Of an amount financed of $20,238.66, die consumers received only 
$9,241.22. Neariy $1 1,(X)0 oi the amount financed rqnesented credit insurance premiuins, 
much cf which represents additional lender profit, in the form of commissions. 



**That is a technical anomaly in the dnft, in tliat it ays "8% of the amoont financed, minot feet and 
poims.* UiKlerlViilh in Lending, poinis are never piM of the a»i0Mitf>lfMM^ 151^ 
they are roodneiy included in the note pHndpat. That is why. for exanyle, the interest lale on a pmni n uiy 
nolefiraaiLandbaiikEqaityivouklbel5%crl8%.whilBdieAFRivouklbe28%. Ihe 25 - 40 poiMs chafed 
by that oonpnyirerecoanied as part of the note principal, bat not part of the TIL amoont financed. Aaraniai 
the lender complies widi TiU die points woukl be caponed by the /J>R, but nnn^ 

"iRor some of die connnoniBet, TIL rates provide tfiatdiey can be part of Jheamqwafinanfy 
meet certabi conditions. B4. Reg. Z, « 22M(c)C7). « 22d.4(<|). « 22M(e). Ihenall^iidiattheRkBdear- 
vktaaDy ahvays treat diem as diongh dwy do nwet tfioae ooodWoni, and 80 die fees are not teaied as part of Ike 
B chaise. Gooaeqoeady. dHy are not caplared in die APR. 
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* Closing costs: A QdifomU second moftgage shows the lengths to which some 
creditors go in creating closing costs with which to pad the amount financed. This contract is 
rq>roduced as Exhibit 2. 

The "amount financed** was $10,403.51, <^ which the consumer got only $7500. The lender 
deducted firom the amount financed the following closing costs, which comprise more than 
26% of the amount financed: 



$350.00 


a|)praisal fee 


489.90 




5.00 


notary fee 


27.50 


credit investigation fee 


189.90 


loan disbursement fee 


325.00 


document preparation fee 


400.00 




142.12 


fire insurance premium 


60.00 


beneficiary statement fees 


20.00 


recording fees 


450.00 


costs of investigating or guaranteeing title 


40.00 


request for notice 


247^ 


interim funding fee 


2746.92 




dncideata]] 


iv. dus lender charsed 21 iwints. too. The nol 



was 23.5%, bat even that does not cq>ture the above $2746 in fees, which is equal to anotiier 
21 points.) 

As it hqypens diese particular examples would meet the trigger in any event 
iiowever, they show dramatically how easily nuuupulated, and misleading tiie **ainount 
financed** can be. A $50,000 amount financed may inchide $3950 in brokers fises, insurance 
premiiims, or closing costs, (weU in excess of the norm), and neveitheless esciqw the trigger. 
If the 8% trigger looks solely to die TIL ''amount financed,** one will see even more lenders 
exploiting the laxity <^ TIL rules in oider to hide additional profit 

TBE SUBSTANTIVE PROHIBlTiONS 



The primary significance of HJL 3153 as introduced lies in itt substantive 
proidbitioiis. The bill, in its critically important unfiur and deceptive practices provisioas, 
makes it dear diat eqmty-tfaeft, by whatever imaginative devices may be created, it not a 



' ^lic fint noftgigc payment dreidy i n c l udcd an insuranrc and tax escrow. 
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\c0tittMc bwiiicii. Mof€Ovcf , it deprives c^iiity'Skimiien of book of die most oommoo 
tods diey have used to due in dietr effocis to nufer wealdi from die poor lo die predaiocy. 

Throa^h prioe-soogmg on die credit - die inteiest mes fir in excess of maricet nles, 
hi(h origiiuuioo fees, inflated fees, exortxtant brokers fees to rdaied entities, prepaid penalties 
-' die pay-back on these loans grows fir oat of reasonable proportion to the lender's actual 
investment (And, of course, die lien on die house grows in die same unreasonable 
proportion.) Such tools, which make a loan obligadon grow by smoke and minofs, often 
work together to grossly inflate die debt 

There is no countervailing pressure on high-cost lenders to be concerned about loan 
performance. Despite die record foreclosure rates, home-secured lending is still the most 
secure, so this is virtually a no-lose game for diese lenders. They have no incentive to pay 
attention to any underwriting beyond die value of the house. Either the inflated loan will 
repaid by the boiTower*s heroic effons (too often sacrificing other needs such as medical care 
or jeopardizing a previously current first mortgage), dirough refinancing (usually to wind up 
deeper in trouble), or, at worst, die creditor gets die house through foreclosure. The creditor 
can buy it at a distress price (claiming the value of die grossly inflated lien), and resell it at 
market prices 

In the following discussion of the substantive prohibitions, we will attempt to show 
briefly how these tools work, and why diey must be forbidden. 

Balloons: This is one of die most insklious tools of these lenders. Balloon provisions 
nudoe sense in only certain circumsiances, such as when die borrower has a lot of liquid 
assets from which to pay it (these victims don*t); when die borrower plans on ~ and is fiuriy 
certain he can - sell the home and make the payment fiom the proceeds (most of these 
victims want to stay in die home); or as a bridge to longer-term, affofdabfe finandng (that 
isn*t the way diese loans play). 

In die vast majority of these loans, there is no way homeowners can meet the baUooiL 
Consequendy, they will default, or will desperately seek refinancing, which too often simply 
drives them deq>er in debt, either with the same creditor, or another scam creditor or 
"foreclosure specialist** If the borrower was aware of the balloon at all, die creditor may 
well have made oral (and usually fraudulent) assurances that it would be refinanced. 

* A bonower, facing a balloon fiom one scam lender, was solicited by the broker for 
a second scam lender to refinance that balloon. (The first lender had alcited die 
broker, in what could be likened to a game of hot potato.) She resisted as long as she 
could, hoping to sell the property herself at nuuket value, and use her equity (about 
$80,(X)0) to relocate. The broker tokl her die rate wodd be 20%, and she coukl get 
additional funds for tcpdSn to make resale easier. Butdie $139,(X)0 loan was at 22% 
(actually, it was 35%, but diey didn't tell her dutt), included a $4170 origination fee, a 
$1000 document preparation fee, and a $10/)00 broker's fee (die first she*d heard of 
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thai}*) She got additional money in the new loan all right - $16,500, but she saw 
only $400 of that Oh, and by the way, it, was a one-year balloon. 

The monthly payments were $2550, substantially in excess of her monthly income. 
Suice it was inevitable that she couldn't meet the monthly payments, the default 
provisions were interesting: a 1% of the unpaid principal and interest balance each 
month ($140 the first month), AND a new default interest rate of 42%. (And there 
were substantial prepayment penalties, too, which could have ranged from $7600 to as 
much as $14,600. Those were due upon involuntary prepayment, as in the case of 
foreclosure.) 

The impact of all of this of course, was to swell the already huge balloon even 
further - there was no equity left at alL She tried to commit suicide when she learned 
that 

* A couple in their 60s borrowed i^yproximatdy $30,(X)0 on a 20 1/4% loan. The 
principal, however, included almost $12,(X)0 of a "prepaid payment escrow, inflating 
the balloon due in two years to $44,600+. With no liquid assets, and only about 
$l(XXVinonth income, there was no way of meeting that Because this loan included 
so much padding, the principal on any new loan - even if refinanced at a lower 
interest rate - would have been an extraordinaiy drain on their income.'^ Hence 
default was inevitable. 

It should be noted that for these default-inducing balloons, it makes no difference 
whether the balloon comes due at the end of 1 year or 6 years or even 15. (...excqyt that the 
boirower has poured far more money down the drain in that time.) A homeowner who 
boirowed at age 66 will find it no easier to face foieclonire at age 72 or 82 than he could at 
67. The open-end contract described earlier. Exhibit A, is a classic example of why far these 
high-cast loans, baUoans must be tataUy farpldden. That homeowner, who boirowed 
$57,000; would make $163/)004- in payments, and 15 yean later still owe a balloon payment 
that is $9(X)0 more than he borrowed. 

Another reason why balloons on these higji-cost loans noust be forbidden is that, 
irrespective of when they are scheduled to come due» they dangle like Damocles* swoid over 
the homeowner's head, driving them into ever more expensive refinancing. And, as will be 
discussed later, refinancing one of these high-cost loans is no boon to die borrower. 

Prepayment penalties: I^nqnyment penalties are a trap. As they are dnified in high-cost 
loans, the booower gets hit coming, going, or sti^ing put 



*^ fiKt the bioker and the kader ime eneolially the nae entity. 



A icn-ycaf, 12% loan on that pnndpal woind tevc nJonHuy ^ecytuottM of nuriy $640, wuch wonid be 
ahnost 64% of the coa|ile*8 momhly inoome, if memory seivet. 
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* The oonsumer who recognizes the problem with a high-rate loan and ixies to 
refinance at maitet rates has an inflated pay-off, and, consequendy, higher costs on 
the market rate loan. Exhibit 3 shows a 24.9% loan (and a 29^ APR) with a 
prepayment penalty of 29% of the original principal for the first 3 years, gradually 
reducing to 20% at 8 years. If dds boirower tried to get out of dus 29% loan to 
replace it with a market rate loan at 12 months, his pay-off would inflate from 

$1 1,1 15+'* to $14361-1-. (Notice that die prepayment penalty also applies in the event 
of default and foreclosure, inflating the value of the laider*s lien.) llie penalty on the 
borrower doesn't stop with the $3000-laigBr pay-off to the old, high-rate lender. Even 
a 10%, S-year refinancing will cost the borrower $69/month more because of the 
inflated pay-off.*' 

* The first balloon example described above included prquiyment penalties which 
could be imposed upon foreclosure and could increase the amount owing by $7600 to 
$14,600. C3 month's interest at the rate then in effect," which, remember would have 
been 42% anytime after the inevitable 1st payment default) 

* Exhibit 4, our example of the flipping penalty, shows what happens when 
prepayment penalties are combined with other tools for loan inflation. By rq>eatedly 
soliciting refinancing from the borrower, (7 loans in 3 years) and imposing prepayment 
penalties on the old-loan pay-off and new charges on the new loan, the borrower paid 
$85,410.14 over 39 mondis for $48,629.97 proceeds. That's die equivalent of a 38% 
rate, though all of these loans had APRs of 16.5% - 18.5%. The mondily payments 
grew from $310.54 to over $1000 - more than 60% of die borrower's income. 



Negative amortizaiion: the open-end mottgage, Exhibit 1, is a good exaflq>]e of the insidious 
impact of negative anwctization, whereby the debt grows even if all payments are made as 
scheduled, because die payments do not cover aocnied interests and costs. There is no 
legitimate reason to justify a loan which has a homeowner shelling out $167,000+ over 15 
yean on a $57,000 debt, only to still owe $66,000 - abnost $9300 more tfian was borrowed! 

Prepaid payments: The prepaid payment limitation stops one of die smoke-and-mirrors loan 
padding tediniques the more imaginative high-rate lenders used to skim more equity out of 
borrower's homes. We call it the prepaid payment pyramid. 

* Homeowner wants to borrow $24/)00. This 24% lender writes a ooe-year $40/)00 
balloon. But instead of scheduling 11-interest only mondily payments and one 
balloon, the lender created an escrow of the equivalent of 12 interest only payments. 



**nie copy of the note ii haid to read, but it ifipefln that the note prindpti if $ 

**A5-ycv, 10% km of $11,115 ivoiM have monlhtypiyiiienli of $236.16. A5-ycar, 10%k»nof$14361 
I momhly payneaii of $30S.13. 
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and withheld it from the piooeeds ($9600).^ Tlie impact of this on the real cost? 
Compare a $40,000 1-year lump-sum pay-off on a $24,000 principal for 1 year, which 
is an effective rate of 66.67% APR.'* 

Limitation on fees upon refinancing: Where the same (or affiliated creditor) refinances a 
high-cost mortgage, they are prohibited from imposing points on the refinanced balance. 
Because points are considered earned at consummation, a creditor can grossly inflate its 
"earned** income by imposing^a high origination fee (points) on loans likely to be 
foreshortened by refinancing ort>ther kinds of prepayment" Unlike regular interest, the 
lender keeps all the points ineq>ective of whether the loan goes to maturity or not 

In its nwst simple form, the spiral works like this: 

* Loan # 1 - A borrower needs $5,000. At 15%, her monthly payments will be 
$146.76, which is fine with her. Indeed, 15% is the interest rate specified in the 
promissory note, but the stated principal is $6169, not $5000. The lender has 
capitalized (treated as principal, not interest) 19 points in drafting the note and making 
the calculations. The lender's total compensation for that $5(XX) loan is $3805.60: 
$2,636.60 "interest** (15% for 5 years on the proceeds plus points), plus $1169 (19 
points). (The APR on this loan, for Truth in Lending purposes, would be 25%.) 

Loan # 2 - To see how that affects the borrower, assume the loan is refinanced after 
24 montiis. If Loan # 1 were treated sinq>ly as a $5000, 25% loan, die lender woukl 
have earned $2213.22 in interest; but with 19 points, treated as a $6169, 15% loan die 
lender will have earned $2755.86 ($1586.86 in regular interest, plus the $1169 in 
points). Thus die pay-off on Loan # 1 is over $540 more because of the points 
charged on it" 

Now: since the points are calculated as a percentage of the new principal, that 
inflation of the pay-off spinh up the amount of dollars charged as points on Loan # 2. 



^^Theie was also extn $6000 padding in odier fonns, inchiding points, a 9% biolDer*! fiee, higlier ilian anal 
anomeys fees, and tome umttual odier additions, like "will p repa r a ti on." 

"One might ask whether the fiK:t that the bonower didn't have to come up with mofUhly payments have 
soanevatae. Think of it this way: a 24%, $24,000 one year baUoon wonkl have cost $29,76a Sothat"&vor" 
cost the bonower $10^240. For another example of the pvqaud payment pynmkl, aee Therrtw v. Reaource 
FinauMGroMp, 704 F. Si^p. 322 (DHJL 1989). 

%e Ftational Consumer Uw Genler, Usay jnd Consimier CMit Regulati^ 

'^The eflective mterest talc the bonower paid on her $5000 for those two yean was thus 29 1/2% when the 
impact of die points is considered. 
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Now: add the impact of any omnfeottsly inflated doaing cotts in Loan # 1, wUch 
alio mt not retMtted. Consider die loan in Exhibit 2: woe that loan refinanced, not only 
fKNdd the new points charfed be calculated on a principal which included the u i ire baie J 21 
poims on the old loan, but also on those old inflated closing costt which, as it happen, equal 
a seeotki 21 points. 

How: add die impact of prepayment penalties added to funher inflate die pay-off on 
die reflnanced loan. (See eg. Exhibits 3 & 4). 

The new petcentage-based charges imposed on the now-inflated principal of Loan # 2 
thus have themselves grown dramatically. Now : flip that loan several times, repeating the 
process each time, and the lender increases the debt tremendously even if the borrower gets 
very little - or no - new money. Such flipping games are how 16% - 18% loans, such as 
those in Exh. 3, can really give a lender a 38% yield. And so it goes... 



UNFAIR AND DECEPTIVE PRACTICES: 

We feel that the UDAP provisions in H.R. 3153 are among the most critical and 
necessary provisions in the bilL The reality is diat greed can trigger the imagination, and 
limiting specific diings will undoubtedly mean that other ways to achieve die same end - 
stealing equity - will be devised. 

Making unqffordable loans and taking advantage of the vulnerable as unfair practices: The 
examples given in this testimony show cleariy how - and why - these loans are made 
without regard to the ability to repay. And we know who the victims of these knden are: 
those unable to protect themselves, or who have no choice because of the fuhne of the 
nutfket to offer them one. 

Some have argued that diese provisions are "too vague" to be workable, and will 
simply encourage litigation. The provisions which declare making "bound-to-ful" loans and 
taking advantage of the vulneiaUe to be unfair and deceptive prK^tices are particulariy singled 
out But these provisions are critical, because they go to the very heart of die matter. The 
purpose of this bill is to stop the equity-theft that has been perpcoated mainly against die 
most vulneraUe homeownen in our society. To delete those provisions would be like 
crimirudizing assault with guns, but not criminalizing the act of assault itself. Smart muggers 
would simply start using lead pqws.^ 

These two provisioiis are by 110 niearis radical, iior are they too vague arid unwoffcaUe. 
In Act, they are taken from model legislation regarding unconscionable conduct wMch has 



'"llie geaeal |iohibiik)« of (sKS) ad (8) iiso have the «HM poipose. 
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been on the books in 13 jurisdictions for years?^ I think the Committee would be hard- 
pressed to find anyone who does - or legitimately could - claim that those states have 
experienced either a loss of credit because of those provisions, or a clogging of the courts. 
The law has been on the books in Iowa for 20 years; in my 10 years of practice there, I saw 
no evidence of its creating a problem for either die courts or legitimate creditors. 



Brokers fees: Brokers who steer borrowers to high-cost lenders bear a great deal of 
responsibility for this^ proUenL The brokers have a financial stake in getting a bad deal for 
the borrower. (Often they aie really acting as the "bint-dog** for the lender, or they may 
simply be following the financial imperative of "reverse competition.**^ At times, the broker 
and the lender are actually the same people.) 

As is clear firom our earlier examples, these brokers also usually charge far more than 
the standard — we have seen 6 - 10% of the loan principal as fees. Often the borrowers did 
not know they were dealing with a broker - they thought the broker was the lender - and did 
not know of the existence of, or the whopping size of ~ the brokers* fee until closing. This 
would stop that pmctice by requiring tfiat the broker and borrower have previously entered 
into a contract spelling out the fee: no more $6000 surprises at closing. 

Assisting in the fais^icaiion of information on the applicaiion for a loan: Loans where the 
RKMithly payment is 90% of income - or more - often are the result of brokers or originators 
who singly lie about the borrower's income. 

Disbursing home improvement contractor funds: Many of these loans are finandiig home 
improvements, often to contncton who go door-to-door, and do shoddy, incomplete, or no 
wofk at alL Some of these contractors also aie little more than biidnk^ for the lender, and 
the lender will release the money to die contractor before die work has been done. There is 
no incentive for the contrKtor to complete the job, or to do it wdL 



PERMimNG STATES TO REGULATE HIGH-RATE LOANS: 

Fourteen years ago. Congress p ree mpte d state usury ceilings on residential first liens, 
an overbroad sdution to a t e m pof ai y problem:^ purchase-money mortgages were hard to 



"Aoooiding to OCH Consumer OedSLGnide, such provisoiis are found in loiiie fonn in die Distiict of 
Cohmibii. Colondo, Ualio. Indiana. Iowa.. Kanav. Maine. Ohk). OkUhoraa. Soudi Carolina. West Virginia. 
Wiacoosin (ttking advantage of infimiitiea only) and Wyoming. 

'^When a biolKr*! fee is a peicenlage of die kMn principal, he gets a bigger fioe from a princqMd p 
a lot of points and dnrges dian from one tfiat isn't 

'^nie Depository Instiiiitkns Deregnlalkm and Mnei^ 
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get because of an unusual mismaich between the abenantly liigli market rates and existing 
mortgage ceilings. Similariy, AMPTA* ovcnode stale protectioos against balkxMis, n^ative 
amortization, and other non-rate protections, to unleash "cieaiive financing" torhniqucs so that 
people could pursue die American dieam of homeownenhip. 

But, unlike this bill, neidier DIDA nor AMFTA were narrowly targeted to address die 
problem at hand. The result was 30% first liens to finance used car purchases, and high-rate 
mortgage companies whkh require pay-ofifs of low-rate firsts so they can take an umegulated 
first Their overbreadth has meant that states which wish to provide their dtizeas with a 
measure of protection — and may wish to provide them with more than this bill offers — are 
unable to do so. There was no need for non-purchase money firsts to be included within the 
sweq) of preemption when it happened. The e^qwrienoe of the past decade has made that 
clear, and it is time to correct that error. 

ASSIGNEE UABIUTY: 

One of the nwst frustrating experiences for homeowners and their advocates - and the 
cause of much cynicism about the fairness of our judicial system - is the Holder in Due 
Course Doctrine. A consumer may have legitimate claims and defenses to forestall a 
foreclosure on a high-rate mortgage. They may constitute either a complete defense, or they 
may considerably reduce the debt to a manageable amount, thus enabling the consumer to 
remain in the home. 

Yet, if the originator sold the loan on the secondary market, the lender trying to 
foreclose may say, "that's none of n^ concern ~ your money or your home." Tlie imbalance 
of moFBl and legal responsibility in the contractual relationship created by this doctrine is 
most devastating, and cannot be justified. 

Among other reasons it can*t be justified is that if it were the borrower's washing 
machine at stake - it couldn't happca. If it were the boirower*s used car at stake - it 
couldn't happen. The FTC's Preservation of Claims and Defenses Rule,* in effect for 19 
years would protect the consumer. But the home — more important, more valuable, and more 
difficult to replace - dutt's a different story. It shoukln't be. Equally unfiuriy, if die home 
might be lost as the result of a home improvement contract, the FTC rule may protect the 
consumers.^ But if the home might be lost as the result of a home equity loan taken out to 
pay a hospital bill, the FTC rule does not protect the consumer. 



'^IlK AltcnnCtve Mortgage Transactkn Parity Act, 12 U.S.C. § 380a (AMPTA) 
*16CFR»433. 

^ appUes 10 the poidiaieHnoiiey financing of goods and aenfioei, but not to ali^^ 

14 



Digitized by 



Google 



77 



H.R. 3153 Simply codifies the FTC rule, as it has been interpreted, and extends it to 
high-cost mortgages. Like the FTC rule, though, it balances the interests of die assignees and 
the consumer. The consumer can raise legUimaie claims and defenses, which may be a 
complete defense, or may reduce the debt However, the assignee's liability is liinited. It can 
never lose more than the value of that contract (And, contrary to some misimpressions, it 
can't be liable for more than the originator.) 

Example: How The Assignee Uability Provision Works 

The consumer has made $10,000 payments on a debt, and has an outstanding balance 
of $15,000 at the time a foreclosure is filed. The consumer raises defenses and counterclaims 
which die court finds to be legitimate, and is awarded damages of $30,000. 

//// was the originator foreclosing: 

- the foreclosure would not proceed, because $15,000 would be setoff against the outstanding 
balance, 

- the originator would write a check for $15,000 to the borrower to pay the remainder of that 
$30,000 damage award. 

If it was the assigmee foreclosing: 

- the foreclosure would not proceed, because $15,000 would be setoff against the outstanding 
balance, 

- die assignee would write a check SIOJOOO, the return of payments made. The assignee's 
liability is limited to diat 

- the borrower cannot collect the remaining $5000 of his $30/)00 judgment, because of the 
assignee's limited liability protection. 

Just as was the case with the FTC rule, this not only restores the Csimess and balance 
to die contractual relationship, but it has a beneficial inqMCt on the market The holder rule 
is, in part, responsible for the extent of die current problem: the originators have no incentive 
to be responsible when they can dump diese contracts on the secondary maiket, and the 
assignees have no incentive be careful about who they do business with when diey can 
insulate theooselves from claims and defenses to die loans.'* But with this provision, diough 
an assignee's liability is limited, it presumably still would prefer not to have to answer for , 
anodier's wrongs. Hence it encourages self-policing in die industry. 



Sen. HngL, 314. 
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Finally, it should be noted that assignees can ~ and commonly do - protect 
themselves fh>m loss in these ciicumstanoes by including recourse provisions in the contracts 
of assignment Such provisions require die originator to compensate the assignee for any 
such losses. 

CONCLUSION: 

For over a year now. Congress has been hearing of the heartrending stories of those 
who became entangled with these lenders. H.R. 3153 is by no means a step too far, but 
rather just a step closer to controlling the excesses of the last few years. 



16 



Digitized by 



Google 



79 
Statement of 

Robert F. EUiott 

Group Executive 

Office of tiie President 

Household International, Inc. 

at the 
Hearings on 

H.R. 3153, "The Home Equity Protection Act" 

on 

March 22, 1994 

before the 

Subcommittee on Consumer Credit and Insurance 

of the 

Committee on Banlung, Finance and Urban Affairs 

U.S. House of Representatives 
Wasliington, D.C. 



Digitized by 



Google 



80 

Statement of Robert F. Elliott Page 1 

Mr. Chairman and Members of the Committee, I am Robert F. Elliott. I appreciate the 
Committee's invitation to testify today on H.R. 3153, the Home Equity Protection Act. 

I am testifying on behalf of Household Finance Corporation (HFQ which is one of several 
finance and banking business units operating within our parent holding company, Household 
International, Inc. (HI). I joined Household in 1964 and I have been involved in the consumer 
finance business in various capacities for my entire career. 

HFC*s Business Profile 

HI is a publicly-owned financial services conqiany with assets of $32.5 billion. We offer 
a broad range of fmancial services and products to consumers and small businesses. Our company 
employs more than 15,000 people and we serve approximately 13.3 million customers in the 
United States, Canada, the United Kingdom and Australia. HFC is the Company's oldest and 
largest subsidiary and one of the Company's three core businesses. 

. HFC offers a variety of secured and unsecured products to its customers through a network 
of approximately 470 branch offices located in 36 states throughout the country. While HFC's 
business is conducted primarily through state-lu:ensed companies, its lending products are subject 
to extensive federal laws and regulations relating to discrimination in credit extensions, use of 
credit reports, disclosure of credit terms, and correction of billing errors. 

Since its founding 116 years ago, HFC has been recognized as a leader among fuiance 
companies in responding to the changing needs of its customers with innovation and creativity. 
The Company was the first to set interest rates below the legal maximum and to offer loans 
through mail solicitation. We also introduced the monthly payment plan; worked in concert with 
the Russell Sage Foundation to create the first state regulation of the consumer finance industry; 
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and created the Money Managers Institute to educate consumers to make informed financial 
decisions. HFC pioneered the development of revolving lines of credit so consumers could 
borrow money in the amounts and at the times that best fit their needs. We today continue our 
commitment to providing our customers with value, innovation and leadership by initiating new 
marketing efforts to serve inner city communities through our Urban Support Project and by 
establishing a Hispanic Division within HFC to serve communities that are underserved by other 
financial institutions. We actively encourage community involvement because it is our view that 
consumers and HFC working together can create a better future for the community. 

Home equity legislation is of great importance to our company. Household International 
is a major player in the home equity market. On an owned, managed, or serviced basis, our 
consumer k>an receivables portfolio exceeds $43.0 billion as of the end of 1993. The total amount 
of home equity loans HFC managed at the end of 1992 was $6.7 billion, while the gross 
receivables of Household Bank for its second mortgage portfolio was $1.4 billion. 
Reverse Redlining Practices are Unconscionable 

Over a year ago, this Subcommittee held its initial hearings on the subject of reverse- 
redlining and specific types of abusive credit practkres. Heartbreaking testimony was heard about 
the results of credit practkes of certain second-mortgage lenders and third-party origmators who 
targeted poor and working class consumers and who charged above-market interest rates and/or 
add-on loan fees. There was also testimony about other types of questionable business practices 
that take advanuge of indivkiuals who are inexperienced in credit matters. There is no defense 
for these practices. I truly regret to acknowledge that for many reasons, some consumers are 
indeed vkrtimized by certain credit grantors. The consequences of these practices can be that, in 
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extreme cases, consumers lose their homes. 

Last March, Chairman Kennedy and Ranking Minority Member McCandless both gave 
me the opportunity to meet with them and to explain that, as unconscionable as the practices 
uncovered by your hearings were, they are not standard business for our Company nor the many 
other lenders with whom we compete. I indicated to both Mr. Kennedy and Mr. McCandless that 
HFC was willing to work with the Members of the Subcommittee to correct the abuses caused by 
a few. I, therefore, appreciate the opportunity to testify before you today on H.R. 3153 and more 
specifically a "manager's amendment" which Chairman Kennedy has indicated he hopes to offer 
at the same time the Subcommittee marks up the bill. 

Senate Activity 

Consistent with our work with the Members of this Subcommittee to address the problems 
connected with reverse redlining, we also sought the opportunity to work with the Senate Banking 
Committee in their development of legislation. As you know, the entire Senate just last Thursday 
enacted H.R. 3474 (S. 1275), the Community Devetopment, Credit Enhancement and Regulatory 
Improvement Act of 1993. I had the opportunity to testify before the Senate Banking Coounittee 
last May in support of S. 924, the Home Ownership and Equity ProCectioD Act of 1993, the 
provisions of which are the basis of S. 1275. The Senate in agreeing to enactment of S. 1275 
made several additional improvements in the bill that I thought were useful: 

4> removed the pejorative term "high cost mortgages"; 

4> allowed prepayment penalties during the first year of a 

moitgage and balloon payments for loans of more than 5 years; 
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4* removed credit life insurance from inclusion in the points and fees trigger. 
Scope of H.R. 3153 

H.R. 3153 as introduced by Chairman Kennedy and other Members of the Subcommittee 
last Sepiember was intended to address problems experienced with respect to so-called "high-cost 
mortgages" which have resulted in foreclosures in a number of areas throughout the country. The 
bill would apply to any "high-cost mortgage" as defined in the bill. Unlike the definition included 
in the conq>anion legislation in the Senate (S. 1275), the defmition of high-cost mortgage did not 
originally distinguish between, and would cover equally, "closed-end" mortgage loans, such as 
instaUment loans where the borrower is provided a suigle lump sum loan amount which is repaid 
over time, and "open-end" loans, such as those typically made by HFC through its revolving 
credit program, where the credit may be borrowed, repaid, and borrowed again. (§ 2(a)). 

H.R. 3153 approaches the high-cost mortgage issue in five general ways. First, the bill 
establishes disclosure requncments which are intended to inform borrowers of the nature of, and 
risks associated with, mortgage loans covered by the bill. (§ 2(d)). Second, the bill imposes 
restrictions on certain payment terms (e.g., balloon payments and negative amortization) and fees 
which have been associated with such mortgages. (§ 2(d)). Third, the bill prohibits unfair, 
deceptive or evasive acts by lenders making such mortgages. (§ 2(d)). Fourth, the bill sets forth 
penalties for violating the provisions of the bill, includes state attorney general enforcement 
powers, and provides for assignee liability. (§ 4). Finally, with respect to mortgages secured by 
a first lien on residential real property which is not used to finance the purchase of the property 
(a so-called "noqmrchase first mortgage"), the bill repeals die preemptive effect of section 501 
of the Depository Institutions Deregulation and Monetary Control Act of 1980 and the Alternative 
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Mortgage Transaction Parity Act of 1982. (§ 3). 

HFC's Philosophy 

As a business person managing a consumer-oriented finance company in today's extremely 
competitive fmancial marketplace, I would first like to provide you with some general thoughts 
about our competition and our customers, two of the most important variables in our economic 
survival. 

With respect to our competitors, we believe that the great majority of them operate 
responsibly and with sensitivity to the human and social needs of our customers and society as a 
whole. We urge you to listen to them and believe that they have a number of constructive 
suggestions for improving the bill, particularly in their recommendations on unprovements to the 
bill's unfair and deceptive practices section. We believe that this section should be amended to 
give the Federal Reserve Board authority to prohibit specific acts or practices that the Board 
determines to be unfair, deceptive or designed to be evasive of the Act. 

With respect to our customers, the focus of HFC is on providing our customers with 
conqsetent, needs-based service, which recognizes that when our customer comes to us. he or she 
is somewhat vulnerable and in need of assistance through difficult times. 

Our franchise has grown for 1 16 years because we serve people who are largely denied 
credit from traditional lenders. Our focus today continues to be on providing credit services to 
borrowers whose needs are not fully or even adequately served by other financial instimtions. 

We believe, however, that our customers come to us not because they have nowhere else 
to turn, but because we offer something besides money. In this regard, open, candid, plain 
English disclosure of credit terms and conditions is not a burden. Rather, it is our competitive 
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advantage. Our strategic intention is to be a company viewed by our customers as the market 
leader in service quality, integrity and, thus, value. Competent, needs-based service, delivered 
in an open, candid manner, is what our customer values; it is what he or she is willing to pay for. 
We hope it is why he or she selects Household. 

Support for Manager's Amendment 

And this is why Household will support legislation that is based on disclosure and 
informed decision-making by the consumer. Although we were not able to support H.R. 3153 
as it was introduced. Household now believes that the changes described in the letter sent by 
Chairman Kennedy inviting me to testify at this hearing can result in a piece of legislation that will 
allow the consumer to make an educated, informed credit decision. We believe in this; and we 
believe we do it now. The disclosure provisions in the bill and other provisions sketched out in 
Mr. Kennedy's March 17, 1994 letter should resuh in the elimination of the clearly egregious and 
indefensible practices we have heard about in hearings today and last year. 

At the same time, it is our hope that the legislation described in Chairman Kennedy's letter 
will not curtail the legitimate uses of innovative credit products that are designed for use in the 
proper circumstances. This is also important, for individuals have very different credit needs at 
different times and the elimination of certain credit products could end up hurting many of the 
people you seek to help. For example, Mr. Chairman, your bill originally did not acknowledge 
the development of "reverse mortgages", an interesting new product that will help our oldest 
Americans remain in their own homes with a steady income for their twilight years. On the floor 
last week, the Senate amended S. 1275 with legislative language tailored to the use of this new 
product. Your proposed manager's amendment now also exempts reverse mortgages from 
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coverage by the bill, provided certain disclosures are made. This is a constructive change to H.R. 
3153 that is a "win** for consumers who want this product, and a "win" for lenders like HFC that 
want to enter this market. I believe that there are many other areas m this bill, as well as in H.R. 
1015, amendments to the Fair Credit Reporting Act, which this Subcommittee is also working on, 
where there are wonderful opportunities for consumers and the business community to work 
together. 

Revision to the Original Bill 

Because Household has historically reached out to customers who are underserved by 
traditional depository institutions, our initial reaction to H.R. 3153 was concern that its legislative 
remedy would potentially impose more harm than relief by jeopardizing our ability to make credit 
available to the modest income consumers you want us to serve, and the consumers we desire to 
serve as new customers. Specifically, we indicated our opposition to H.R. 3153 because it 
in^$ed arbitrary underwriting standards and interfered with the ability of home equity originators 
to set interest rate charges based on individual circumstances. 

We outlined five major problem areas in the original text of H.R. 3153 and Chairman 
Kennedy, in his March 17th letter, has responded to our concerns by suggesting a number of 
significant revisions to the bill which he has committed to support as part of a manager's 
amendment. 

Specifically, the problem areas identified and revisions suggested are: 



4* The definition of "high cost mortgage" included "open end" credit transactions. In 
regard to "open end" loans, the key issue of consumer disclosure that H.R. 3153 is 
designed to address are already largely addressed by provisions of the Truth-in- 
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Lending Act (TILA), as amended by the Home Equity Loan Consumer Protection Act 
of 1988. 

Under TILA, creditors that offer open-end home equity loans already are subject to 
extensive disclosure requirements which were expanded under the 1988 Act. For 
example, under the provisions of Regulation Z adopted by the Federal Reserve Board 
to implement the 1988 Act, such creditors are required to provide specified disclosures 
on or with applications for open-end home equity loans (so-called "application 
disclosures"). 12 C.F.R. § 226.Sb. Such creditors also must furnish to each 
consumer additional disclosures before the first transaction is made by the consumer 
under the open-end home equity plan (so-called "initial disclosures"). 12 C.F.R. §§ 
226.S (b) (1) and 226.6. Pursuant to these existing disclosure requirements, 
consumers already receive disclosures which, in many respects, are quite similar to 
those that would be required under H.R. 3153. 

It is our belief, consequently, that the extensive disclosures required for open-end loans 
under TILA are serving consumers well and that "open-end credit transactions" should 
be excluded from the defmition of a "high cost mortgage". The hearing records have 
shown no evidence of abusive home equity loan practices in the open-end market, but 
rather that it was closed-end, fixed rate loans (which are subject to less rigorous TILA 
disclosures) that were the sources of abuse. Chairman Kennedy has indicated that one 
section of the manager's amendment would limit the application of the bill's provisions 
to closed-end credit transactions since TILA disclosures do adequately provide 
consumers with sufficient information. 

The "trigger" for requiring the "high cost mortgage" disclosures of H.R. 3153 was any 
home equity mortgage with an interest rate in excess of 10% above the rate on U.S. 
obligations with a one year maturity. This is significantly different from the Senate 
bill's approach which includes only loans with an aimual percentage rate exceeding 10 
percentage points above the rates on comparable maturity Treasury securities. This 
is a pricing issue that if left in its present form would significantly restrict the flow of 
credit to the borrowers whom H.R. 3153 seeks to protect. Chairman Kennedy has 
indicated that his revised amendments will now include a provision tying the "trigger" 
for defining a mortgage as a "high cost mortgage" to Treasury securities of comparable 
maturity to the loan involved, rather than a one-year Treasury security. 

The bill also reopened the issue of federal preemption of interest rates with respect to 
first mortgages other than those used to fmance the acquisition of the property securing 
the mortgage. The federal preemption, as you recall, was approved by Congress in 
1980 and 1982 because state usuary ceilings were economically destroying the balance 
sheets of mortgage lending instimtions which, during that time of rampant inflation, 
were forced to make loans at rates beneath their cost of funds. We hope the lessons 
of the thrift crisis of the 1980' s would persuade Congress that subjecting the national 
mortgage markets to state usuary laws is not good public policy. Chairman Kennedy 
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has ifidicaMid dnt die maniger's maevanm wiD ddde Section 3 of die bill, which 
would have repealed SectioD 501 of die Depository Insdnitioiis Der^^lation and 
Monetary Control Act of 1980 and die Mienndve Mortgage Transaction Parity Act 
of 1982. 

4> H.R. 3153 did not originally aDow any flexibiliiy to lenders to create new products 
that address the needs and desires of dieircnstomers. We hoped that at a minimum 
the Federal Reserve Board would be given the discretionary authority to exempt 
specific mortgage products and categories of products such as FHA insured loans or 
reverse annuity mortgages. Chairman Kennedy has inriirairri that his manager's 
amendment will exempt reverse mortgages from coverage by die bill, provided certain 
disclosures are made, and it would be our hope diat this exception could be broadened 
to provide the Federal Reserve Board widi discretionary authority to exempt Title I and 
odier types of HUD-FHA insured loans. 

•f We had reservations about the original provisions of H.R. 3153 restricting the 
availability of credit insurance for consumers in coimection with 'home equity loans" 
and "second mortgages'. We suggested that items exempted under Regulation Z be 
exchided from the 8% trigger and tfiat die Federal Reserve Board should have 
discretionary authority over items to be included in die trigger. Chairman Kennedy 
has indicated that the manager's amendment will revise die provisions of the bill to 
state that in determining fees and charges subject to the 8% points and fees trigger, 
mortgage broker fees would be inchided, but fees for credit insurance and other items 
exempted under the Federal Reserve Regulation Z would not. The Federal Reserve 
would have discretion, where necessary, to inchide items as subject to the 8% trigger. 
This is quite a satisfactory improvement in the bill. 

Mr. Chairman, we applaud the approach you have taken in your letter of March 17. It is 
an approach already taken by reputable lenders - frill disclosure and fair dealing. It will protect 
those who need protection, but leave in place much of the flexibility needed for credit grantors 
to provide credit products based on the individual needs and circumstances of the individual 
consumer. We take great pride in the fact that our business practices are based on working with 
an educated consumer to fill his individual needs. 

HFC wants to be the industry leader in integrity. We have developed systems and 
technology so that our loan documents are electronically stored and printed only as needed. 
Although some human error will always occur, our investment in technology helps us to 
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continually stay in conq^iiance with changing regulations, and it enables us to provide our 
customers with up-to-the-minute, accurate information. 

Need for Outreach to Underserved 

To help educate die thousands of consumers who we hope to make our customers, we have 
available in our sales offices an "Understanding Money and Credit" booklet, which I have 
nppeoded to my testimony, to answer questions and assist customers in making educated financial 
decisions. We are also in the process of developing additional literature to explain specific credit 
terms and loan features. 

To reach out to new customers who are underserved by traditional depository lenders, 
HFC has underway an extensive Hispanic marketing effort. We have fully bilingual offices in 
operation today in San Antonio, Texas, San Jose, California and the north side of Chicago. 
Because of the success of this program, we plan this year to expand our focus to the top 25 branch 
offices found within the densest concentration of Hispanic populations. 

We have also opened an ofIk:e in the riot affected area of Los Angeles as part of our Urban 
Initiative Program. On opening day, people came into our new office singing our old jingle and 
waving decades-old HFC identification cards. As a result of its success, five other inner city 
offices are now on the drawing boards. One of these offices will open in May in the Jamaica 
section of Queens, New York. The Hispanic offices and the inner city branches are managed, 
staffed and supported by HFC personnel of ethnic and cultural affinity to the people they serve. 
We strongly believe that is a secret of our success. We also believe that diversity in the workforce 
must include senior management, at HFC four of our eleven senior managers are women, two of 
whom are African-American. 
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Consistent with our commitnient to educate our customers on money management and 
handling credit, all our sales literature and documents are produced in Spanish as well as English 
and we have produced TV and radio public service announcements on the importance of managing 
credit with the noted Hispanic educator Jaime Escalante as our spokesman. 

Our conq>any operates with a philosophy of commitment to being a contributive corporate 
citizen in the communities we serve. Our enq>loyees are actively encouraged to voluntarily 
participate in public service activities and, through its "Help for Communities" program, HFC 
provides funding for more that 270 local community programs. 
Ethical Lending Commitment 

Household does not wish to take advantage of its customers. Long-lasting relationships 

are very important to our company and treating customers right is a good business practice. 

Household views service and integrity as ways to distinguish itself. We take very seriously our 

responsibility to conduct our business affairs in accordance with the highest legal and ethical 

standards. We have a Statement of Business Principles, adopted by our Board of Directors, that 

sets forth the principles by which we manage the businesses of the Corporation. When we 

discover issues of questionable compliance to these principles, we act quickly and forcefully to 

correct them. With respect to the abhorrent practice of redlining and reverse-redlining, our 

Statement of Principles says: 

"In dealing with employees, customers and suppliers, the Corporation makes decisions 
without regard to race, color, religion, national origin, sex, age or handicap ..." 

"In dealing with customers. Household is dedicated to offering top quality products and 
services and to supplying only honest information about then. Household will offer its 
pfoducts and servk:es on a competitive basis and will not tolerate the use or attempted use 
of improper incentives to obtain busmess. " 
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A copy of our Statement of Principles is appended to my statement. 

Conclusion 

In conclusion, as a business organization that engages in the highly competitive financial 
services industry, we would prefer to see group members police their own lending activities. We, 
of course, would have hoped that market forces would have prevailed to protect the vulnerable 
individuals cited throughout these and your earlier hearings. The consumer credit industry is 
highly fragmented with thousands of banks, thrifts, credit unions and other financial institutions 
competing for the consumer's lending business. We would have hoped that consumers would 
obtain good, solid information and would opt for doing business with those companies that 
provide the best value to them and that treat them honestly and fairly at all times. 

However, the practices of a few lenders caused harm to real individuals and, as legislators 
and recognizing society's commitment to equal housing and credit opportunities, you were 
compelled to move in the direction of additional federal regulation of the home equity market. 
We support the direction in which you are moving. We note, however, that H.R. 3153 as 
introduced was not tightly focused and actually went so far that the customers you seek to protect 
would have been harmed. We ask you to keep your bill tightly focused as proposed in your 
"manager's amendment", and if this amendment is adopted as you have outlined, HFC will 
support its enactment by the House of Representatives. 

Household will be pleased to continue to work with the members of the Subcommittee to 
achieve a bi-partisan manager's amendment, and we welcome the opportunity to work with you 
and conununity groups to close forever the sorry experience of reverse redlining. I look forward 
to the opportunity to answer your question. Thank you. 
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of 

Robert F. Elliott 

Household Intematioiial, Inc. 



MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE. I AM ROBERT 
ELLIOTT. I AM PRESIDENT OF HOUSEHOLD FINANCE 

CORPORATION (HFC), WHERE I HAVE WORKED FOR A VERY LONG 
TIME. 

I WANT TO THANK THE CHAIRMAN AND REP. McCANDLESS FOR 
THE OPPORTUNITY TO TESTIFY TODAY. BOTH OF YOU WERE KIND 
ENOUGH TO MEET WITH ME A YEAR AGO WHEN THE ISSUE OF 
REVERSE REDLINING BECAME A MATTER OF NATIONAL CONCERN. 
WE EXPRESSED TO YOU THEN OUR ABHORRENCE OF CERTAIN 
UNCONSCIONABLE PRACTICES UNCOVERED BY THIS 
SUBCOMMITTEE'S INVESTIGATION. I TOLD YOU THAT THESE 
PRACTICES WERE NOT THE PRACTICES OF HOUSEHOLD. AND 
THAT OUR COMPANY WOULD BE WILUNG TO WORK WITH YOU TO 
CORRECT THE ABUSES CAUSED BY A FEW. 
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DUE TO THE EFFORTS OF THE CHAIRMAN AND HIS STAFF, WE HAVE 
COME A LONG WAY SINCE LAST MARCH TO TODArS HEARINGS ON 
H.R. 3153. DUE TO THE CHAIRMAN'S WILLINGNESS TO KEEP 
DISCUSSIONS OPEN TO ALL SIDES. IT APPEARS THAT WE ARE CLOSE 
TO AGREEMENT ON A LEGISLATIVE PROPOSAL THAT THE HOUSE 
CAN BRING TO THE CONFERENCE DEUBERATIONS ON H.R. 3474, THE 
COMMUNITY DEVELOPMENT. CREDIT ENHANCEMENT AND 
REGULATORY IMPROVEMENT ACT OF 1993. 

THE SUBCOMMITTEE MEMBERS ALL HAVE A COPY OF MY 
STATEMENT. HOPEFULLY IT GIVES YOU SOME USEFUL 
BACKGROUND INFORMATION ON HFC AND OUR PARENT COMPANY, 
HOUSEHOLD INTERNATIONAL. IT TRIES TO EXPLAIN TO YOU WHY 
THIS LEGISLATION IS SO IMPORTANT TO US. HOWEVER, IN THE 
LIMITED TIME AVAILABLE TO ME THIS MORNING, I WOULD LIKE TO 
FOCUS MY COMMENTS IN TWO AREAS: (1) OUR SUPPORT FOR THE 
REVISIONS TO H.R. 3153 WHICH THE CHAIRMAN HAS INDICATED HE 
WOULD UKE TO OFFER AS A MANAGER'S AMENDMENT TO THE BILL; 
AND (2) SHARE WITH YOU OUR COMPANTS VISION OF WHAT 
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PRIVATE SECTOR CONSUMER FMANCE COHPANES UKE HFC SS 
AS THER CONTMUMG FUNCTION M SERVMG CUSTOMBtS 
UNDESERVED BY TRAOmONAL DEPOSITORY LENDBtS. 

THERE B A RELAT10NSMP BEIWfEEN THESE TWO POMTS. FOR 116 
YEARSw WE HAVE SPECIALIZED M SERMNG CUSTOMERS OF MODEST 
MEANS. WE ARE STRMNG TO CONTMUE THS ROLE M 
MIMMIMIl 'i ACROSS TMS COUNTRY M CREATIVE AND 
MNOVAT1VE WAYS THAT I WOULD LKE TO TELL YOU ABOUT TMS 



THE REVISED VERSION OF Hit 31SS IS SUPPORTABLE PUBLJC 
PQUCYBTMS — HOWISITGOMGTOBBeFITOURTRADmONM. 
CUSTOMER BASE AND B IT GQM6 TO HAVE A NEGATIVE MPACT ON 
OUR ABUrr TO REACH OUT TO NBN CUSTOMERS WHO WBH TO DO 
.WITH HFC? 



ON PAGE SK OF MY STATEMENT. OUR CONCLUSION B THAT THE 
REVBED VERSIONS OF Hit »S3 AND HFCS OPGRATWS 
PHLOSQPHY ARE BOTH PRBBSfiD ON THE BASB THAT WHAT OUR 
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CUSTOMER'S NEED AND WANT IS IMPROVED PLAIN LANGUAGE 
DISCLOSURE. DISCLOSURE LAWS THAT WILL ALLOW THEM TO 
MAKE AN EDUCATED, INFORMED CREDIT DECISION. ALTHOUGH WE 
WERE NOT ABLE TO INITIALLY SUPPORT H.R. 3153 AS IT WAS 
INTRODUCED. WE NOW SUPPORT THE REVISIONS SUGGESTED BY 
CHAIRMAN KENNEDY IN HIS MARCH 17. 1994 LETTER TO US 
OUTLINING HIS SUPPORT FOR A MANAGER'S AMENDMENT. 

ON PAGES SEVEN THROUGH NINE, YOU WILL FIND A MORE DETAILED 
EXPLANATK)N OF THE FIVE MAJOR AREAS THAT OUR COMPANY HAD 
DIFFICULTY WITH IN THE ORIGINAL TEXT OF H.R. 3153. WE GO ON TO 
STATE HOW THE REVISIONS SUGGESTED BY THE CHAIRMAN 
REPRESENT A SATISFACTORY IMPROVEMENT IN THE BILL SO MUCH 
SO THAT WE ARE NOW WILUNG TO SUPPORT THIS BILL SO LONG AS 
IT REMAINS TIGHTLY FOCUSED AS IN THE "MANAGER'S 
AMENDMENT" SUGGESTED BY THE CHAIRMAN. WE RECOGNIZE 
THAT A MANAGER'S AMENDMENT NORMALLY IMPLIES A BI- 
PARTISAN EFFORT WITH THE MINORITY MEMBERS. SOMETHING WE 
TRUST CAN BE WORKED OUT. I WOULD WELCOME YOUR QUESTK>NS 
ON^THE SUBSTANCE OF THE BILL WHEN YOU QUESTK)N THE PANEL 
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THAT SAn, I WOULD NOW UKE TO USE IME BALANCE OF MV 1 
TO REPORT TO YOU ON WHAT OUR COMPANY B DOMG TODAY M 
THE COMMUNmES OF THE at STATES SERVED BY HFC lOaCVEIT 
IS MPORTANT FOR YOU TO KNOW. THAT DESPITE THE MBUSBS 
DRIVM6 TODAYS LEGISLATIVE DISCUSS I O N . THAT MANY MANY 
COMPAMES SUCH AS HFC TAKE SBVOUSLY THER DUAL 
RESPONSIBILITIES FOR MTEGRITY M THBR CUSTOMER 
RELATIONSHffS AND FOR SERVICE TO THE C OMM U NmES WHERE 
WE DO B US INESS. 

AS I TOLD YOU I HAVE WORKS) FOR HOUSEHOLD FOR A VBIY LONG 
TIME. I BEGAN MY CAREER AS A TRAINEE MA BRANCH OFFKE IN 
LAKE RONKONKOMA, N.Y. BACK IN 1964. 

BACK THEN TO THE BEST OF MY RECOLLECTKM. WE HAD 20 
BRANCH 0FFK:ES ON LONG ISLAND, 7 SERVK:ING WEST CHESTER 
COUNTY AND 55 IN THE FIVE BOROUGHS OF NYC. 82 BRANCHES IN 
DOWN STATE N.Y. 



Digitized by 



Google 



97 

THESE BRANCHES. SEEMNOLY ON EVERY CWf CORNER, SERVED 
CUSTOMERS OF MODEST MEANS WHO WERE NOT WELL SERVED BY 
BANKS. THESE PEOPLE WERE NOT POOR CREDIT RISKS. THEY 
SIMPLY WERE NOT GREAT CREDIT RISKS AND THEY WERE 
EXPENSIVE TO SERVE. WE MADE THEM MODEST LOANS. $800 
SIGNATURE LOANS WERE THE LARGEST WE MADE IN THOSE DAYS. 
WE HELPED PEOPLE PAY BILLS. AIDE RELATIVES AND TAKE 
VACATIONS. WHEN ADVERSITY OCCASIONALLY OVERTOOK THEM. 
WE WORKED WITH THEM. WE DID NOT CUT THEM OFF FROM CREDIT 
AND WE WERE STILL THERE ONCE THEY WERE BACK ON THEIR 
FEET. 

MR CHAIRMAN. THINGS HAVE CHANGED A LOT IN 30 YEARS. 

TODAY WE HAVE ONLY 12 BRANCHES IN DOWN STATE N.Y. INSTEAD 
OF 82. WE MAKE VERY FEW SMALL CLOSED END SIGNATURE 
LOANS. TODAY WE PRIMARILY OFFER REVOLVING LOANS SO THAT 
BUSY CUSTOMERS ARE NOT REQUIRED TO VISIT OUR BRANCHES TO 
HAVE THEIR CREDIT NEEDS MET. TODAY SIXTY-FIVE PERCENT OF 
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OUR NEARLY $12 BILLION BUSINESS OF MANAGED RECEIVABLES 
ARE HOME EQUITY LOANS. THE AVERAGE SIZE OF THESE LOANS IS 
$38,000. 

A LOT INDEED HAS CHANGED. TO MANAGE THE COSTS. WE HAVE 
BEEN FORCED TO REDUCE OUR BRANCH PRESENCE. CHANGE OUR 
PRODUCT FOCUS AND INCREASE OUR LOAN SIZE TO MEET 
CHANGING MARKET CONDITIONS. 

\MHY DID TMS HAPPEN? WELL .. . 



CnKMT CARDS HAPPBCDl TWO SPOUSES WORKMG HAPPENED^. A 
RISM6 UMD» CLASS HAPPENED^ BANKRUPTCY 
HA PPCMCa ALL THESE THMGS^ SOME GOOOl SOME BADk ! 
JUST THERE. ALL SERVED TO MCREASE OUR COST OF DQBI6 
BUSMBSS AND CAUSED US TO SeaC TO LONER OUR COS1S TO 
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BUT ONE THING HASNT CHANGED. OUR CUSTOMERS. WE STILL 
SERVE A CUSTOMER WHO IS NOT WELL SERVED BY OUR 
COMPETITORS. 

ITS NOT THAT OUR CUSTOMER HAS NO CHOICE. IN MANY REGARDS, 
OUR CUSTOMER REPRESENTS A DIVERSE CROSS SECTION OF 
WORKING CLASS AMERICA. HE HAS THE BASIC QUALIFICATIONS TO 
GO TO OUR COMPETITORS. HE CHOOSES TO COME TO US. HE 
CHOOSES TO STAY WITH US. 

WE HAVE DONE EXTENSIVE RESEARCH TO SEE WHY. HERE IS THE 
ANSWER. WE TREAT HIM RIGHT. WE COMPLY WITH HIS NEEDS FOR 
LOW MONTHLY PAYMENTS AND FAIR TREATMENT IN TIME OF 
TROUBLE. WE TELL HIM THE TRUTH. 

AS PROOF OF THIS. I OFFER THE FOLLOWING: WE ARE THE 
LARGEST PROVIDER OF HOME EQUITY LOANS AMONG CONSUMER 
FINANCE COMPANIES AND ARGUABLY THE LARGEST AMONG ALL 
U.S. LENDERS OF ANY KIND. 
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AND WE ARE INVESTING MASSIVELY IN OUR BUSINESS ID EXPAND 
OUR REACH. OVER THE LAST 7 YEARS. WE HAVE SPENT OVER 
$150,000,000 ON SYSTEMS AND FAaLITIES WHICH IMPROVE OUR 
ABILITY TO SERVE OUR CUSTOMERS. THESE SYSTEMS HAVE ALSO 
ENABLED US TO SIGNIFICANTLY LOWER OUR COSTS OF DOING 
BUSINESS. 

THIS CAPABILITY HAS HELPED US SEEK OUT NEW UNSERVED 
CREDIT CUSTOMERS. IN 1992 WE BEGAN AN EFFORT TO 
SPECIFICALLY TARGET THE FIRST AND SECOND GENERATION 
HISPANIC POPULATION. WE BEGAN THIS EFFORT IN TEXAS AND 
CAUFORNIA. BECAUSE OF THE SUCCESS OF THIS PROGRAM. WE 
HAVE EXPANDED OUR PRESENCE IN THOSE STATES AND MOVED 
INTO ILUNOIS AS WELL THIS YEAR, WE PLAN TO EXPAND OUR 
FOCUS TO THE TOP 25 BRANCH OFFICES FOUND WITHIN THE 
DENSEST CONCENTRATION OF HISPANIC POPULATIONS. 
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LAST YEAR AS A PART OF A PLANNED RETURN TO THE INNER CITIES, 
WE OPENED AN OFFICE IN THE RIOT AFFECTED AREA OF LOS 
ANGELES. WE HAVE BEEN AMAZED AT THE RESPONSE. ON 
OPENING DAY, PEOPLE CAME INTO OUR NEW OFFICE SINGING OUR 
OLD JINGLE AND WAVING HFC IDENTIFICATION CARDS THAT WERE 
DECADES OLD. THIS BRANCH IS GROWING FASTER THAN OUR 
TYPICAL SUBURBAN UNITS AND THE QUAUTY OF OUR CUSTOMERS 
IS ON A PAR WITH SUBURBAN CREDITS. A SECOND INNER CITY 
OFFICE WILL OPEN IN SOUTH JAMAICA. N.Y. SOON AND THREE MORE 
WILL OPEN THIS YEAR. 

THE HISPANIC OFFICES AND THE INNER CITY BRANCHES ARE 
MANAGED, STAFFED, AND SUPPORTED BY HFC PERSONNEL OF 
ETHNIC AND CULTURAL AFFINITY TO THE PEOPLE THEY SERVE. 
WE STRONGLY BELIEVE THAT IS THE SECRET OF THEIR SUCCESS. 

AND I WANT TO MAKE CLEAR. WE ARE NOT DOING THIS OUT OF 
ALTRUISM, WE ARE DOING THIS BECAUSE NOW THAT OUR COSTS 
ARE IN LINE, THERE ARE PROFITS TO BE MADE IN SERVING THESE 
MARKETS. 
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OUR EXPERIENCE IN THESE OFFICES - AND OUR OTHER OFFICES 
SERVING THE BLUE COLLAR COMMUNITIES OF AMERICA - IS WHAT 
BRINGS US HERE TODAY. WE SHAKE THE HORROR OF THE 
COMMITTEE OVER THE ABUSES THAT WERE UNCOVERED IN 
GEORGIA AND ELSEWHERE. 

WE. OF COURSE, WOULD HAVE HOPED THAT MARKET FORCES 
WOULD HAVE PREVAILED TO PROTECT THE VULNERABLE 
INDIVIDUALS CITED THROUGHOUT THESE AND YOUR EARLIER 
HEARINGS. BUT THEY DID NOT AND WE RECOGNIZE THAT 
CONGRESS - AND THIS SUBCOMMITTEE SPECIFICALLY - WAS 
FORCED TO ACT. WE ARE SATISFIED THAT YOU PROPOSE TO ACT 
TEMPERATELY AND IN A FASHION WHICH WILL NOT HAVE THE 
EFFECT OF REDUCING ACCESS TO CREDIT FOR THOSE YOU WISH TO 
PROTECT. 
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YOU HAVE TARGETED THE AREAS OF ABUSE AND THAT IS WISE. 
YOU HAVE DECIDED TO FOCUS UPON DISCLOSURE RATHER THAN 
RESTRICTION OR PRESCRIPTION AND THAT IS PRUDENT. YOU HAVE 
HELD THE END LENDER ACCOUNTABLE. SO LONG AS HE IS NOT 
HIMSELF DEFRAUDED, FOR DUE DILIGENCE IN WHAT HE BUYS AND 
THAT IS NOT UNREASONABLE. 

MR. CHAIRMAN, BY THESE ACTIONS YOU HAVE DEMONSTRATED 
THAT YOU WISH NOT ONLY TO EUMINATE ABUSE, BUT ALSO TO 
ALLOW AND ENCOURAGE THE MARKET TO PROVIDE CREDIT ACCESS 
TO THOSE WHO MADE IT. IN THAT VEIN AND WITHIN THAT TIGHT 
FRAMEWORK. WE SUPPORT YOUR EFFORT. 



Digitized by 



Google 



ICM 



Kr. KiitMr is a trial a t torn f with 
VfhoM of f ioa is in KinaoU, hoag ZalaaA, Mmp Yotk. Mm «iU dMaU 
tte actual rmnmmmr fraud fkam toth altfaa. At ana tiM, ha 
ftef andad a bona tapinfanant oo n tr aot or ubo latar uaa 
leaving oo n oo ota d thia oonauaar fraud, mian Mr. Kut 
:tiat tlia allaaationa againat hia oliant appaarad ecadihia, te 
trithdraw fros furthair rapraaaBtatinn of that oliant* Ha aov 
: rppraaanta hundrada of hoMoanara who hova bain viotiaiaad bf a now 
jora rafinad iraraion of hia oliant'a original fraud* 

fXOB tha unaorupttloua hoaa lapiuwanant oontraotor'a 
^arapaotiva, thara ia no anggaration or lia too graat to ha told 



ifO tha hOMaownar aa loi^ aa tha hoMoanar'a aignatura ia ^btaiaad 



en tha papara* rxaquantly, all of tha raquirad 
isaoutad in blank, oontraot prioaa if not initially asorbitant ara 
lonatiaaa latar. ohangad by adding digita, tha papara ara baokdatad, 
tha oonauaara aza navar told about tba aotual finanoa ohargaa nor 
that thara ara aortgagaa hiddan within tha papara, nor that thay 
ara Jaopardising thair hoaaa, ato., ato. 
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Aftwr bsing latroduoad to camOLllti BBiOiii by cattholio 
Charitlaa on Long Zolnd, Mr. Kittnor mm oblo to prodiot nMrly 
^vory oon uood by tte oeotxootor, ana ovon ooao ohononlgtns not 
^terotofom xmUmO tay tmr, CstSiollo Choatltioo ana har f irat 
iittoxnaar who van unfamiliar witli tha typa of aoan. Nra. WOOMM waa 
u b li n d, ee-yaar old blaok lady alio xaaidad;in Rooaavalt, Naaaau 
<:ounty, Mav TOxk, in a tiny capa Ood - atyla hoaa with bar xatardad 
(franddaughtar and brain daaagad gxaat-granddaufipitar. On aa i n ooaa 
<« approBlaataly $1,900.00 par aanth, Imt ais (6) Bartaagaa 
< noaadad $1,400.00 par aoBth. Tlia nat inooiia laft bad to oovar 
iood, utlli t iaa, ■adioinaa, olothiag, atOt donaboir, aoaaaqr, aban 
ir. Xutnar aat Kra. BBIOBli, aba aaa alwat currant vitb aU ais (6) 
lortgaoaa aooaapUabing it by naarly atarvino* Hr. Kntnar will 
lalata tba dataUa of aaob of tba four (4) oo ntr ao ta abiah Kra. 
UROBR unwittingly aignad, at unoonaoianably-bigb prioaa for tba 
forfc involvad, for aboddy and tncwplata nark, and avan to tba 
iKtant tbat tba fOurtb (4tb) oontraot oallad for tba r ap l aoana nt of 
nork dona only tbirtaan (18) nontba aarliar undar tba firat 
cantraot 1 
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Mr. KtttBftr ifiU alM xttUtt liov te vvlokly iM pt o tad tte 

tM l oh Mi •• bsiag involvva in tte oim vhiob te pmvloiMly 
fMdad, MiA ttesvtaro sMliMd it ms not iaoUted to Nn. BDOBi 
Mt «M w ite i pr ta d md lltoly imtikwA dOMte if nvt tendrads of 
>tter h OMOi m o r i, Iteoogh bio offteto, Ottliblio Ctmritimm Jointly 
fith tte NMCP tpcMd nMfolottoro tteo u Qi teui psodottinontly blaok 
MMMinitios — ki n g otter TiotiM of tte tniud oo mIX mm nosning 
i^oroont not to got involvod with tte oontnotor or tte finanoo 
Kmpmxtv CterootoriflUooUy, Nr, xunm wiU rolato ttet tte 
lioBOOifnort aro oftan anterxaaaad and do not ooaa fonraxd, alao 
] »oaaibly attritetad to tteir faar ttet ttey ata going to viotiaiaad 
m again by tte "ayatao*. inataad» Kr« Kutnar raaaarohad County 

I ilSdC SSflOVflft ABB UBBONVBBBfl AUBBSBDUlB flCBBP BflHBBMBAffl WDOBB BflBB 

i nprovananta had baan aold by tte aana vnadrupulooa oantraotor, 
i inanoad by tte aoaa unaorupuloiia f inanoa ooapany, and latar aold 
4o bante. 

Tte baata tbaaaolvaa, aoootding to Kr. xutnar, aaa« to 



iall into tvo (2) win groi«at 1) tboaa vto night alao te iriotiM 
df tte ftaud in ttet thay unaittingly purobaaad tte 



kaoauaa tte papaxnoric aaana to te in ocdari and 2) bante w te a a loan 
offioara hava bain oongconiaad by tte uaaompuloua finaooa i 

Although aoM bante teva yi o taai ad thair 
innooanoa of tte aoteiM, Mr. Kutaar baliovaa ttey ara not : 
id rafuaing to aaa tte obvious. Alao, te will r^lata bow tte 
graotioa viotiniaaa tte ninority 1 
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f,9 vmry mioh higlMr than tbm prtvaillng; rats for aaoondary 
jeinanoino* for honaounora Mho hava abaolotaly no oradlt. aiaplo 
varifioation of aaoh hoaaoiynar'a oradlt in noat inatanoaa ifoultf 
^va ravaalad to tha baidca ulio olalaad to alao ba viotlna, that 
ihaaa paraona wara un-oraditaortliy* aiBliarly, avan tba aoat 
(niraory invaatigation, avan to tha axtant of pariodio apot ohaoking 
4 »f avary fifth, tanth, or aoaa othar azhitrariAy-miBdiarad aortgaoa, 
irould hava quiokly r a v aa l ad tha aohaaa. Tha abovo-aarkot, 
tixorbitant intaraat rataa thaaaalvaa ahoiild at laaat hava alartad 
liha ao-oallad viotiaiaad banka to do aoaa •pot'*ahaoiano to 
^atamina whathar tha aaourity iiaa oradihla. 

Zt ia lar. KBtnar*a aiparianaa tfiat aoat of tan thi 



ira oo-oonapiratora with tha unaempuloua tin^m and finaaoiara in 



Ihat thair oan aaployaaa ara ooapranlaad through oGBaiaroial taribary 
(f ona fom or aaothar to purdbaaa tha loanai 

iha original aohia oontrihutad "to tha oo ll ap a a of 
lluahing Fadaral Bavinga ft Loan in Quaana, Nav York in tha aarly 
flO'a and tha 1991 fadaral oonviotion of ita praaidant of forty-four 
(44) or forty-aight (48) ooimta. Aa an asaapla, in that oaaa it 
nM allagad that tha bank praaidant vaa aooapting varioua 
gratuitiaa in ordar to buy tha loan. In tha ourrant litigation 
proaaoutad by Mr. Kutnar on bahalf of tha ainority 
, ha has baan inf onad by tha aaorat Barvioa that a loan 
olefioar of ono portioular bahk woo bribad in a aiailar faahion in 
ordar to purohaaa tho loana* 



Digitized by 



Google 




■I 

iaasral af tut— to to ivpllad to tto pKpstntors 
of tta ftood iBolttOli^ tzasii^ of ooasto, oto.; 
o. yjoming of tlio UH>iMt>U ymH of tlio ooBtroetors 



A* too obooAistB pirntitti^tlflo of 



\ Mr. KtttMr will «oo tto iliMl pravlolaB is 

wlio •z« im-eroditM ortH y or iriio to^vo dif f Icnltr obto inlng 
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f iiumoing at tte Mxtat t^etm, will obviottaly not to alil* to pay 
tto amorbitant iataxaat ratat Ttorafova, tha loan Itaalf aliould 
not to aada. Nhila not pxaaoidng to to a tosikar, Mr, Xutnar, aa a 
toainaaaaan and ra pr aa antin g toainaaaaan^ raaliaaa ttot it doaa not 
tto auit tonlca' finanoial goala to aato loaab vily-nily to ai^jfona 
juat for tto aato of Mking loana, aa p aoiali y if ttoy ara to un- 
draditworthy paopla ato ara litoly to dafauJ^t. In aany of ttoaa 
Oaaaa, tto raal aatata toa alraady toan 106% aortgaood and tto 
additional loana and up toing un-aaouzad. Or« in a daolining raal 
latata aartot, tto aquity diaappaara tharaby laaving tto tank, with 
ro aaourity. 
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NATIONAL ASSOCIATION OF MORTGAGE BROKERS 

Before the 

CONSUMER CREDIT AND INSURANCE SUBCOMMITTEE 
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on 

H.R. 3153 

MARCH 22, 1994 
10:00 A.M. 

INTRODUCTION 

Mr. Chairman and memtwrs of the Subcommittee. My name is Joseph Falk, and I am 
testifying on tMhalf of the four thousand plus members of the National Association of 
Mortgage Brolcers (NAMB). NAMB is a national society of protessional mortgage 
brokers and affiliated state organizations. Mortgage brokers are estimated to originate 
almost one-half of all resklential mortgages in the natton. We are a growing, dynamic, 
and energetic group of dvio-minded mortgage industry professkmals. 

Mortgage brokers match potential borrowers to a wkto variety of prospective lenders. 
N.R. 3163 will affect a certein segment of our k>an originatkms. 
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I also 86rvo as prMkJsfit otod of tho Floffcta A n odi tt on of MorlgaQO Brokars (FAMB), 
founded in 1959. 

NAMB is pleased to have the opportunity to oflisr a morloage brokei's perspective to 
the issues raised tjy H.R. 3153. the purpose of which is "to protect home ownership 
and equity through enhanced disdosura of the risks associated with certain 
mortgages, and for other purposes." KAMB is oommittsd to the highest level of 
profssskMfuri standards. tUN disctosure. and consumer protecttons. We t>elieve that 
predatory lending shoukl t)e eliminated. We t)elieve In making home ownership and 
equity k)ans avaHalsle to all segments of society. 

NAMB respects the Committee's desira to protect consumers ftom unscrupukxjs and 
predatory lending practices which prey on the defenseless and rob the poor. The 
prevention of the many atrocities revealed in prkx- hearings is a not)le and worthy 
cause, and KAMB wholeheartedly supports the goal. 

Testimony given at prevknis Congresstonal hearings on the issue irMllcates many of 
the predatory lending practices stem ftom door-lo-door sales of home improvement 
servtoes and materials. The sohJtkxi provkJed in H.R. 3153 goes beyond addressing 
predatory practices and crsates new. unintended consequences. Transactkxis 
entered into vohjntarily by consumere. wHh fUH knowledge and dieckMura, wouki be 
prohibited. This legisiatkxi. If enacted as dratted. w« severely limit access to credit, 
especially to borrowers wHh poor crsdit histories. 

We have been informed that some of our concerns may be addressed in amendments 
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to tho ML WB9isnlc9i0) 

you to considor otfMfs vMoh m hA liyPHiP< i 

H.R. 3153 would amend tM Tfuti in binding Act (TLA), to Mlad puqpon to to 

"promote the i nionned lOft of connmer credi by fequMng t 

and cost"' (Emphaato added.) Howawar. KR. 3153. urttoaa i to i 

amended, wil plaoe pyohfciaont on ttie lanna of i 

requirements on a cradto' a Judgment of an a ppicanr a ca p g c^f. FurfhaoMaaL • 

creates a fiduciary duty k»y tie torvler to the b o fro a>er by fequMng tie tondw to 

reprMent to the t)orrowef tie kwrruwef's own income. 



Some might argue ttiat consumers would be bettor ofr V trigh rtik loana I 
prohibited, but prohiXting certain types of loans to not tie ot^ecawe of "nLA. NAMB 
suQoests that a different orohPition would address tie otobiem. Wabelevetial 
individuals and firms who arrange non-cor#onning mortgage financing stmid be 
prohibited from cdiecting a fee if tie indMdual or firm to o t ienai a e involved wih tie 
consumer in providing home improvement services. Section 129 (aXI) of KR. 3153 
requires the lender to disclose ttiat the bonowef's home to c o aat eral for tie loan, and 
section 129(b) provides for a ttvee-dey waiting period prior to consummalion of tie 
transaction. These provisions should be sufficient to inform borrowers tiat tie 
transaction to more than a simpto contract and could result in forsdosure and loea of 
the home. 

In 1934 the National Housing Act created me Federal Housing Admintotration (FHA) 



*R»»<iMon Z - Toift In Landtog, 12 CFR 22S.1»). 
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whkii is oeditod With initiating aiKl popularizing iT^ 

lending. Among them ara mortgage insuranoa and the amortized mortgage. Before 
that time, virtually ad mortgages were from 3 to 5 years in duration and had ioan-to- 
value ratios of 50% or less. The fMeral government thus created a long-term 
mortgage martlet FHA and its cousins Fannie Mae and Freddie Mac have l>een 
tremendously suocesslUI in creating capital maricets fbr confbrming loans, primarily 
k)ecause of their direct or impttctt government t>acking. 

No such maricet exists in high risk residential mortgage lending, where there is no 
government t>acking and where short-term money prevails. Conventional maricets 
where no implicit government k>acicing exists operate simNarty to our non-conforming 
maricets. Short-term mortgage maricets are common throughout the wortd. The 
average composition of the mortgage portfolios of most Canadian financial institutions 
today includes an average term to maturity of two to three years.'*' 

H.R. 3153 would require non-confbrming lenders and k)orrowers to play by the same 
oiles as conforming lenders and k)orrowers; yet it does not provide even Implicit 
government kMiddng. To the contrary. t>orrowers are told they are being charged 
excessive f^es at above-maricet rates, even though the govemment-badced martcets 



Most borrowers of non-confbrming mortgages have already been turned down by the 
government-sponsored programs which support fully amortized loans. The banks and 
savings and k>ans woukJ be sut^ject to severs criticism from rsgulators for hokling 



\VM. >l C«i«i«i Pwipaotfvv. MfldgHS-BHttlfl. 8«|iL 1S93 at 7S. 
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B§9mM Ol Wn naUTB tfl tn&m pOTDOBOS. TII6S8 DOfFOWBfV OO fflOl 111081 ronnw MSB, 

Ffsdcie Mac FHA, or VA uiidenwting g u id o i nM . Ttwresul of forced long4Bnn 
0xpo9urB to these lilies wfl b6 much MQhor costs. HlQher Msfest ibIbs rec|uirB MQher 
peytnents, leaving less residual inoofne which in lum increaees rtsk and leaves fswer 
cyjoiiyino bofrowsfs. 



WHO ARE THE BORROWERS THAT WOULD BE AFFECTED BY HJL 316S7 



Borroiiws fjTom every segment Of the sodo-^oonomic speclnsn wB be ai^^ 
leoislation Whie some are low-4noome tMJiiiiwwM manv are micifBii and iimnr 
income bonowsfi who are in transHion k)ecaijse of job changee, dh^irce, medteal 
costs. Of wtio are trying to raise venture capital to start ttwir own businesses. Hieae 
borrowere may have been turned down by banlcs. savings and loans, credtt unions, 
and conforming mortgage banicers. but they stM need the money, and they expect to 
pay it k>ack. They are no less responsi)le, no less honest or weM-meoning; yet, in 
most cases, they have less control over their immedtate capacity to repay than 
borrowere wtio quality fbr confomiing loans. 

One such case is that of Denise Mitchell of Sanford. Florida, a town of 25,000 people. 
Denise and her husband owned their home free and dear, and dreamed of owning 
their own business. They shopped at various banlcs and other institutions, but their 
loan application was rejected. Their credtt was bad because each had previously 
been divorced, and no one would approve a business loan. Fortunately, they were 
able to find a non-conforming lender who approved their loan. They started a 
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buainMS and •veffituaNy mnpkoymdi 50 peopto. H.R. 3153 would prahibtt this proper 
oxtonskm of credit 

>Mien borrowers reach the non-conforming lenders' doors, they have no other source 
of financing. Occasionally, the loans are made with only days remaining iMfore a 
foreclosure sale. "High cost mortgager allow k)orrowere to l)ring their mortgage 
current and give them time to sen their homes on the open market In this way they 
salvage their equities and do not lose their homes through a forsdosure auction. 

Borrowers who have lost their Jobs - timber worlcere in the Northwest, civilians affected 
by defense base closures, or middle management and labor layoffs through corporate 
downsizing and automation - need to buy time. With time they can reestablish a 
stable income or a consistent pattem of repayment without delinquency. 

The Clinton Administration. Congress, and HUD have made it dear that lendere must 
examine their practices and talce every opportunity to get low- and moderate-inoome 
and minority borrowere into conforming loan programs. Applicants that do not quaiity 
under conforming guidelines must tum to non-conforming lendere for necessary loan 
fimds. These applicants must not lose that altemative. 



WHO ARE THE LENDERS THAT MAKE THESE LOANS? 

Lendere who are unable to utilize the uniform underefriting guidelines of Fannie Mae. 
Freddie Mac. or FHA. are vastly difforsnt from conforming mortgage lendere. In the 
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high-risk martcet, each tXKrowef's drcumstanoe is unique, requiring highly customized 
evaluation. All underwriters loolc at the bono ws rs ' character, capacity, and collateral - 
the Ihree Cs" of underwriting. Character indicates a wHIingness to pay as 
demonstrated t>y credit history. Capacity reflects the tXKTOwer's actual income and the 
stability of the income. The collateral is the real property used to secure repayment of 
the loan. Lenders who makeihe kwns that wouM be sut^ject to H.R. 3153 generally 
do not give these characteristics the same weight as a conforming lender. The non- 
conforming lenders' underwriting flexit)ility aHows them to emphasize one characteristic 
over another. Compensating fedors are common in the confbrming maricet, but they 
are taken to a greater extreme in the non-conforming maricet 

With such variances in undeoAfriting gukJelines, it is difficult to establish a capital 
maritet No mortgage company or bank can continue to kwn money without an 
extemal source of capital. Both the customized underwriting and spedai borrower 
circumstances make capital maricets more wary of riskier non-oonfbrming k>ans. Of 
course, there is a cost assodatedvwith that risk. Interest rate is a major ftictor in risk 
evaluation. Most non-oonfbnning mortgage lenders have a scale of risk and 
corresponding interest rates denominated as "B", "C, and "D" credit 

It Is not only large corporatk>ns that make non-conforming mortgage kwns. 
Indivkjuals, many of whom are retired, invest directly in mortgages. Small mortgage 
brokers, with their unique and customized services, fticilitate the Joining of non- 
confomning borrowers with capital mariwts. Secured k>ans, both conforming and non- 
conforming, are generally safer and provide a less volatiie retum than the stock 
maritet Mortgage brokers verify the borrowers' documentation and provMe a 
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ooiTH)M»pMkigeforlheirivMlortoevaliMrtA. K the pMkige is aooeplable. the 
invMlor ftjnds the loan. A more eopWttice t ed moftgage brokera g e flrm may eecvloe 
the loan for the investor. 



WHY THE ABUSE? 

Last year's Senate and House Banking Committee hearings indicated that "reverse 
redlkiing" was a significant foctor in the alMises that took plaoe. Redlining is the 
practioe of Isolating a particular geographic area and refusing to make k)ans in that 
area. Redlining In and of Itself Is not Illegal. For example, legitimate redlining may 
result when a lender elects not to make kwns on properties located within a fiood 
plain. In practioe, however, redlining generally refers to discrlmlnatkHi iMwed on a 
protected category of t>orrower. The Equal Credit Opportunity Act and the Fair 
Housing Act protect certain categories of k)orrowers and prohibit discrlminatkHi on the 
basis of race. cok)r, religion, natkxial origin, age, sex. marital status, handicap, public 
assistance income, and others. 

The practk:e of "reverse redlining." then. Is the practice of targeting certain geographic 
areas fbr mortgages. In a declining neighbortxxxl where conforming creditors tend not 
to do business, the supply of money Is k>w and demand fbr kwns is great With 
increased demand comes higher prices. The single most important way to relieve this 
phenomenon Is to stabilize supply. 

Unfbrtunately.H.R. 3153 does not solve the Inequities of capital avaNabiity. lnfiBct.if 
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passed, the bill will drastically raduos supply in this alrsady capitaMJaplalsd marlcat 



The community development hanic proposals which are moving through the House 
and^ Senate will help revitalize the flow of capital into the communities affsdsd ty 
reverse redlining. NAMB fully supports Ifiis proactive approach to solving the 
problems at hand and cannot support effbrts that wiH result in restricted aooees to 
credit before these initiatives have been implemented. 



A SPECIFIC EXAMINATION OF H.R. 3169 

Definltiona 

Section 2 (a) - High Cost Mortgage 

A liigh cost mortgage" is one in which the annual percentage rate (APR) of the loan 
exceeds by more than 10 percentage points the rate of interest on U.S. Treasury Bills 
of one year. We understand the Subcommittee proposes to change this to an index 
based on "treasury securities of comparable maturity." NAMB supports comparable 
maturity Indexing. 

A mortgage would also be deemed to tw "high oosT where the total points and fees 
exceeds the greater of 8 percent of the amount financed or $400. 

Ttl^ requires the disclosure of Annual Percentage Rate (APR). APR is calculated by 
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subtracUfiQ th6 pfBfMrid fin m ot chargM from th8 Qfott loan amount and rtcateulatino 
the yiold/bost baaed upon the rspaymant roquiremonts. To t)e consistent, fees 
included in the 8 percent or points and fees of a high cost nruxlgage shouM paraM 
items used to calculate APR on a mortgage not deemed "high cost" This type of 
mortgage could have similar title insurance, appraisal, and other third-party provider 
costs that are not used to calculate the APR. If aH items paid by the applicant are 
counted toward the 8 points, as H.R. 3153 requires, the amount would include the 
costs of hazard insurance, real property taxes, and det>ts k)eing paid off at the closing 
of the loan. NAMB strongly urgee the induelon of only those costs In the 8- 
pohit determination fictor f6r high cost mortgages that are foee used to 
calculate the APR f6r a non-high cost mortgage. 



SECTION 2(c) - Creditor 

Tll^*8 current definition of creditor is one who "regularly extends" consumer credit 
H.R. 3153 proposes to modify this definition to apply to anyone who makes two or 
mors high cost mortgages within a twelve-month period of time, or one who makes 
only one high cost mortgage through a k)an bnkor in Ms or her entire Hfstime. There 
is no twelve-month timitatk>n on t)roKer8d kwns. 

The dual definitton of creditor seems to abandon the test of "regular activity" in the 
fiekl. The non-confbrming mortgage market has a large number of private investors, 
meny of whom ere retired people seeking to better their hKomes with secured 
investment opporlunlties. This bW wouM requke smaH private kwestors to understand 
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TILA as well as sophisticated large lenders. 

W^ understand the actions that led to this t)iU Involved large scale lenders, not private 
parties using a mortgage broker to make one k>an In their Hfstime. If a person does 
not "regularly extend" credit, the potential fbr damage to the consumer is negligi)le. 
On the other hand, the large corporatk>ns will not escape the existing deflnitkxfi of 
lender within TILA. NAMB beUeves tHe objedlyee of Congreee can be met by 
applying the same test of regular extension of credit to non-confdrming 
mortgage creditors as to any other creditor f6r purposes of TILA. 



Required disclosures 

H.R. 3153 would require seven additional disclosures. Three of them - Items 2, 4 an 
5 - are already required by Tll^ to be shown in the Federal Box Form fbr APR 
disclosures. 

Items 1,6. and 7 are acoeptat>le disctosures. Each is a simple statement All three 
could easily be added to the existing Federal Box Form when appropriate. This Is 
preferable to creating additional documentation. 

Item 3 requires the lender to represent to the borrower the borrower's own Income. 
This places a fkludary duty upon the lender. 

Mortgage underwriters use many different methods to verily hKome. Eachoftfiese 
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methods oouM now be su^ect to regulatory or court determination of their adequacy. 
These four simple lines in the statute may require volumes of oiles to assist the Jury in 
determining whether the t)orrower should have k)een M% to repay the loan. >MYen not 
passing Judgment upon the t)orrower. the courts will t% txisy perfonning quality control 
evaluations t>y determining whether a lender diligently verffled the appNcanf s income. 
A legitimate creditor should not be subject to violation of this act as the result of 
borrower misrepresentation. NAMB bellevee Kern (3) page 4, Hnee 4-7, ehouM be 
stricken. Additionally, NAMB suggests the following dlsdoeure be added: "The 
borrower is responsible fbr his or her own actions. The lender is not the agent, 
counselor, or rsprssentathre of the borrower. The borrower is advised to seek 
legal counseL" 



Prohibited acts 

The bill currently prohibits ten distinct loan terms or activities. At least two of these, 
we have recently learned, may be amended, actkm we wB support. The prohibitk)ns 
apply to: modification of temns after disclosure is provided; prepayment penalties; 
increased note rates on default; refinancing by the same lender or an affiliate (the 
proposed change woukJ add language that permits rsfirutfidng if the APR is iowsrsd); 
balk)on payment mortgages (with a six-year minimum term acceptable under the 
proposed change); negative amortization; prspakJ payments; rsflnandng of lower rate 
mortgages; financing a mortgage broker's commisston; and disbursing k)an proceeds 
to home improvement contractors. 
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Wb do not batove the above pracUoes and terms, in and of themselves, are abusive. 



Section 129(b) • ModMcalion of tenns 



TMs se di on proMbMs ttie modMcalion of any Isrms aflsr the delvery of the dteciosures 
made at l east thre e days t w tbr e clo si nfl. This would DrotiH)it fcmyecinQ ct sIs as ¥ffil as 
aUBSlih&m. Addtto ne ihf. » is not uncommon to prepare tor a closing ¥>hle w oMn g 
for final documerUalion in support of ttie tioiiCMvef's loan appficalion, such as tax 
returns, vuiMimMun of deposit, vuiMimMun of employment, and We insurance reports, 
to arrive. Under the Isiiiis of this K)i^ the dosing would t)e further delayed V docu- 
mentation verMiei an amount that varies from ttw orw ewpected. NAIIBi 



1»|e|t1>- 



i aie tools ttmt reduce upifoitt costs to the tWMfowsfs. Al 
I retums to break even. Ttie reduofcn of upjfortt tses Is ofcet by 
( of the lofigevl^ of the loan. V the bonower does not meet 1 

tfcae of oilgilnalton to protect jpow the unfcnoswi OByosure of s 
Ibeonihrboifowersadveraelyalfsctsdarotioae that acbnly pay off eai^. tnllR. 
31SX ei oonsuaiers would pay Nghsr upftont 4 
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Most mortgage lenders are rK>t portfolio tenders, that is, they do not have money to 
lend. Instead, they t>orrow it or sell the loans and retain the servicing rights for a 
small interest rate spread. In a loan of short duration, the return on servicing alone is 
not great enough to ofbet the risk. 

It Is a common practice in the industry to allow prepayment penalties to be "txxjght 
out" This is typically accomplished by paying an extra point or two at origination. 
These extra foes remove the risic of portfolio runoff, and would be charged If penalties 
are prohit>ited. An appropriate alternative would be to allow the k)orrowers to decide 
what is t>est for their situation. This could be done by requiring attemative pricing that 
would reduce or eliminate the prepayment penalty. The borrowers are best able to 
judge their individual needs. NAMB recommends allO¥vlng the borrower to alter 
the rate, foes, or both to reduce or remove the prspeyment penaltlee. 
Altematfvely, H.R. 3163 could allow prepayment penalties to be chaffed IT the 
loan Is paid off during the first two years of the loan. 



Section 129(cM1) - Increased Interest rates on default 

Non-conforming mortgages have a greater potential for def^lt Lenders can lower 
the initial interest rate on these tnortgages by increasing the Interest rate on detaulted 
loans. Servicing a loan portfolio that contains defatted mortgages is much mors 
costly than servicing a perfonning portfolto. If the user-assessment method of 
charging increased rates to those in detauit is prohibited, the overall rates to aH 
borrowers will undoubtedly increase. NAMB recommends deleting this subsection. 
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8«ctiofi 129 (cM3) - Rflflnancing liy thm sanM l«nd«r or an affiliate 

This prohibition would prevent lenders from further meeting their clients' needs unless 
the servloe is perfonned at a loss. A change is t>eing contemplated that would permit 
refinancing if the APR on the new loan is lower than that on the loan being raRnanoed. 
NAMB supports the deletion of this provision In Ite entirety. The proposed 
change is a step in the right direction, but does not go fir enough. 



Section 129(d) - Balloon payment mortgages 

The problem being addressed results largely f)rom one-year mortgages along wHh ttie 
charging of ties for refinancing. A three-year balloon would eliminate these abuses. 
Furthermore, balloon notes are less costly than longer-term notes. In most cases, ttie 
shorter the temn, the lower the interest rate. If the borrowere plan to move in two 
yeare. we believe they should have the option of making lower payments fbr the two 
yeare. NAMB supporte a three-year balloon. NAMB Is pleased the 
Subcommlttss has rscognlzed the viability of balloon mortgages, but believes 
three-year balloon mortgages provide adequate protection to borrowers. 

Section 129(e) - Nagatfve amortization 

Negative amortization is a method of repayment in which the regular payment is less 
than what is caHed for by the amortization schedule. The payment amounts are less 
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than the interest that is due. The unpaid interest is added k>ack to the t>alance of the 
loan as additional k)orrowed funds. The borrower is t)orrowing part of the payment 
each month. Negatively amortized loans are uncommon among high risi( mortgage 
lenders. However, the vert)iage of H.R. 3153 would prohibit the inclusion of "terms 
under which the outstanding principal balance will increase over the course of the 
loan." 

In any standard loan there are numerous terms which provide fbr an increase in the 
outstanding principal balance. Many of the terms have nothing at all to do with 
"negative amortization." The provisions include giving the creditor the ability to protect 
Its collateral by advancing Junior lien arrearages, paying real property taxes, advancing 
hazard Insurance premiums, and recovering costs incurred in pursuing foreclosure or 
other remedies provided by law. NAIMB believes lenders need to be able to 
advance moneys to protect their interests, and ufnes the clarification of this 
subsection. 



Section 129(f) - Prepaid payments 

The scope of this provision may exceed its intent Many loan programs allow the 
borrower to "buy down" the initial interest rate so the borrower can quaWy for the 
loan's lower monthly payments. The buydown is either a financed or deposited sum 
which offsets a portion of the borrowef's Interest for the first one to three years of the 
loan. The monthly payments are gradually increased over the buydown period. 
Programs such as this help borrowers who expect an increase in income over the next 
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f0w years but who wish to barwflt from tho low Mttal payments. 

NAMB acknowledges that not evefy loan program is appropriate for every txmower. 
However, prohit)iting loans with buydown features wH restrict the avaiMMIty of a 
valuat)ie tool which has helped many consumers meet ttwir immed i ale financial 
objectives. NAMB recommends allowing loane wMi buydown fsaturee. 



Section 129(gM1) - Reasonable probability of ability to make payments 

Lenders woukJ be obligated to make a fkludary dedston without the acoompanying 
fiduciary control in determining whether borrowers ere capable of managing their 
financial affairs. This proviston woukJ involve regulators and courts in allsr-the-lBCt 
underwriting dedstons. 

Legitimate creditors do not make bans they believe will be unpakl. This proviskm 
puts the creditor In the positkxi of tuming down more toans because they wH not be 
able to assume the borrower will repay the toan. If a regulator has the power to 
deckle the borrower couki not have been expected to pay. the regulator has become 
the underwriter, implementing this proviston wouM requke the Federal Reserve Board 
to draff underwriting gukleikies for high^sk mortgage iendkig. 

Furthennore, borrowers who are delinquent will have no motivatton to contkiue to pay. 
In tact, if they quit their Jobs or squander thek* kicome, they may have a chance of 
getting the debt forgiven. Why? Because under H.R. 3153. the crsditor shouM have 
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kmywnthatthrbonowfv was not capable Of fBfMyi^^ NAMB racommamis 
dalatlon of thia aub a ac t ion. 



Sactlon 129(gM2) - Taking advantaga of tha borrowar 

A borrowar'8 lack of aducatk)n or aophisttcatkm about otitaining a mortgaga k>an is 
understandaMa. The level of aophisticatkm nacesaary to comprehend the Federal Box 
Form - APR disctoaure la extremely high. Most bonowers. inckiding highly educated 
people such as doctors, lawyers and profaasors. do not "understand hOtf the APR. 
The most important concern fbr borrowers is the required repayment achedule, and 
the consequences of fMire to meet their obllgattons. It woukJ be impossible for a 
creditor to prove in court that a borrower fully understood anything. NAMB baUevea 
thia provialon ahouM be deleted. 



Section 129(gM3) -^Refinancing of lower rate mortgagee 

NAMB does not beieve that preventing a borrower f)rom making an Informed dedston 
is an approprfato role for a "disctosure" act This proviskm prevents a borrower from 
paying off what may be an kisignificant debt with one that may be significant Under 
the current bill, borrowers with an existing $5,000 first mortgage at 7% interest wouM 
be prohibited f)rom refinancing and getting $75,000 cash from the equity in their home. 
Instead of an $80,000 first mortgage toan at 13.5% they might end up wItK a $75,000 
second mortgage toan at 16%. The net result is a k>ss in the approximate amount of 
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$1,550 the first year. NAMB beltovM that providing adeqiMte dtodOMm to 
inform borrowort of the terms of a loan is mors appropriate than making tho 
borrowsrs' decisions for them. 



Section 129(gM4) - Financing a mortgage broker's commisston 

This section says that financing a mortgage broker's oommisskxi is an unfair or 
deceptive act jf the commission was not disclosed prior to the loan appHcatton. A 
good ftiith estimate of mortgage broker fees, together with aU other costs charged to 
the bonx)wer, must now be provided to subordinate Hen borrowers within three days of 
loan application. This rsquirement results fiorn a new rule putrfished by HUD in the 
Federal Register on FetMuary 10, 1904. The rule amends Regulatkm X of the Real 
Estate Settlement Procedures Act (RESPA), which was amended by the Community 
Development Act of 1992 to include coverage of junior lien mortgages. However, 
under H.R. 3153, the costs would have to be disclosed prior to taking an application, 
if the mortgage broker does not know what the borrower wants, how can she or he tell 
the bon-ower what It will cost? NAMB believes the disclosure of mortgage broker 
fees charged to borrowers on the Good Faith Estimate rsquirsd by RESPA to 
adequate discloeurs to the borrower that a mortgage broker to recehrlng a fee In 
the transaction. 

Section 129(gM5) - Vtolation of other consumer protection taws constitiitoo a 
violation of TILA 
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This provision implies that a consumer's recourse under other federal and state 
consumer protection laws is not adequate. NAMB recorowieiMla the del e t ion of this 



Section 129(g)(7) - DMnirelng loan proceeds to home Improvement contractors 

In some states, construction and materialman Hens tales pcecedence over mortgage 
liens. Lenders insist the terms of their loans provide fbr a creditor's ability to satisfy 
any liens which t)ecome senior to the creditor's obligations, thus protecting the 
creditor's collateral position. Since a contractor has the right to a Hen If payment is not 
made, and the Hen if filed wiH be senior to the mortgage, creditors must maintain the 
right to satisfy the contractor in fiiN. NAMB helleves this area of the law ehouM he 
left to the states. 



Section 129(g)(8)(A) - Croating confusion and misunderstanding 

Borrowers have varying perceptions, espedaNy when faced with the opportunity to 
recover aU or some costs together with an offeet of the remaining indebtedness. The 
temptation to pursue prosecution based on this daim given the damages that are 
provided to the borrower under the act may prove too great to resist This paragraph 
leaves the creditor with little or no defense. See also Section 129 (g)(2) above. 
NAMB recommends that the Federal Reeerve Board he ghren the authority to 
determine what ara unfair, deceptive, and unconsclonahle practices. 
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SMilon 129(h) - RIgM of rMdMlon 

This provision does not eliminate the prohlt>ited tenns of the contract; rather, it makes 
a contract unenf6roeak)le if the lender includes in it a prohik)ited term. Standard form 
notes and trust deeds carry severability clauses that nuNIfy any section wtiich is 
prohikmed without impacting the remaining terms of the loan. NAMB believes the 
nullification of prohibited terms Is adequete protection to tiie t 



Section 4(c) - Assignee liability 

The assignee is an investor who is a holder in due course. An assignee is not the 
original lender, and may not have set the terms fbr the original loan. Passing on 9M 
liability to the holder in due course is an excessive burden. Many of these loans ars 
made by private investors, who would be exposed to total loss. Section 4 (dKI) states 
that the liabilities of the assignee ars m addition to any other liabilities under this Ude. 
Is this an addition to the originating lender's finance charges and fses iabMity? The 
assignee must "offtet §M remaining indebtedness; and the total amount paid by the 
consumer in connection with the transaction.'* 

An assignee may aoquirs interest in the transaction at some future time, or 
simultaneously with the closing of the loan. A loan may also be assigned multiple 
times throughout the course of its Hfis. Ars al assignees equaHy liable? How many 
times can the borrower collect the same fses and costs? NAMB urges tlie deletion 
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Of this subsection, as tlis Incrsasod liability to tlis asslgnss Is sxesssivs and 
unnecessary, and the damages esUbllshed by section 130 of TILA are sufficient 



CONCLUSION 

It is ironic that, in an attempt to protect consumers, H.R. 3153 wHl inflict great damage 
upon them. Private money mortgage brokers are small businesses that work with 
both borrowers and investors, each with their life savings on the line. The 
implementatk>n of this bill will force a shortage in the high-risk credit marks! This 
would increase Interest rates, making it harder for borrowers to obtain any kind of 
k)an. The demand caused by the vokl of legitimate lenders wouki undoubtedly be 
expk)ited by unscrupukxjs drifters. To compound ths problem, a lack of institutk)nal 
markets for their paper would only cause these illegitimate operators to attract unwary 
private investors who are blinded by rate. Those that woukI engage in such activity 
will not be concerned about the presence of this law. if this bill could stop illegitimate 
operators, NAMB wouM be happy to support it Unfbrtunately, we believe the bill will 
only lead to the reductton of legitimate avenues for the non-confbrmirig borrower to 
pursue. 
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The iBOCipfe-backBd securicjr maikec ia 



BY IVAN S. WAHL 



phaie aaoe is introdiirrion in 196S. Tbou^ Canada «as 
nmch later in joininf die imcnunoaal trend nwicd moct- 
fi|e wiiiiriurto n dun die Uniied Stases. die po«^ in 
Cauda s MBS mariset dun &r has demoostraicd diat a agnif • 
km narhec scgnicnc b showing rapid signs of dcvctopmoiL 



This ardde views die MBS marioec in Canada from die per- 
spccdve of a Canadian issnec. Fimher devetopmena in odMT 
' Mui markes will be interesting to MtuA as the be- 
of a txui]r gtobal MBS market are starting to take 



The growdi of mongige secnridzadon ouiade die United 
Smb has dcvebpcd sowljr and cBtaiuljr noc to the sane ez- 
tnc as in die UMted Slates. The Canadian stnadoQ wiD be 
dealt widi in fiirtber detail bier on; however; a quick review of 
dewdopnunB in odMr parts of the wQcfcl is in oedcL 

The seoood most snaasfbl fixijr into die mortgage securi- 
dadon market has o c c ur red in the Uniied Cngdora. There, 
however broad-based govcmmenc support and stabilizaiioo 
have been absent, and none of die mortgage-backed sccnritjr 
i nsauu i ent s diat have developed diere hawe enjofed die ftiB 
fiudi and credit of die Brituh govermnem. Sudi baddng 
would provide die subOitf sought b)r prudent investors. 

^^yffffffiwH iMMrfi noting in ifag d a vdopm ai it rf ih# ,ptw^. 

gige securitjr market in die United Kingdom has been die &ct 
dMt die tra&iooal mortgage lenden in diat oouniry>— die 



MBS medMdobgjr«aLThtoai 
been dial "new kndeis* have been deidopad. SQOM of 1 
have American ip mi soi ih i p i such as Tha Moi^giy 
don Inc. wbcfa «as spo ns ored and sanad hf 
BrodierL This new breed oflandecs capomd sipdkHl ow- 
ket share in dieir first fcw feats of opote aad dHir ■■■- 
competitive rates and agpessr^e martaong 9fw SmIm MM 
supphr of mortgages nr die mortgage sacnniiBriaB pftsH 
in die United Kingiom earty o«l (More racmdy iliaii iiuHf ■ 
diiional kndeis have hit on more £flicnk dmo. wUchlMi^ 
fected volume.) However in recent moodH. dtt boldtag »- 
detieshavebeoome more aggressive mUkiH< of ■NBWniHk 
and in some cues, they have d eci d ed lo socncids w oHir 



H o w t w u, pcTvate enterprise has dtve fc ip e d so 
and profitable wriini>pies fx mortgage secariiiast andoMi 
fiv about £8 bnnoo of mortgage securities have been bfOHpK 
to die pubhc capital marhfts This represents onijr sbohC 3 
percent or 4 percent of die national market fx mongiges hi 
die United Gngdom. 

Australia has had a similarly slow sarL There is no sin^ 
source of published figures, but certainlf kss dan 1 peroBK 
of diat mottgige market has been sccnriiiaed ac das poioL 

Recent efforts at growing MBS markets hawe begun in some 
European countries, such a Franc:. Sweden, Denmark and 
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The rnidrnCLal morr^Erc TTiJfkci in Cintdt ha* iro^n 
rgpidty over the pur 20 yun ind new appraKimiin S2S3 bil- 
lion in outstanding nMidcniu] mortgj^es ^ ii, hwfnw. 
dominiud bi 12 ma>or Ananci«[ hrstituiifliu, whurS c^nirol 
ipprDJumiiffly 84 per»m ofLhc jnjrkft. The Urf Ht Dt [hev 
pi:ivEn is ibi! Rov-q] BanlcofdnidjKwhkh hasapprovinuteh 
1 1 pcrceni of itif Canadian mirket. 

ThaiiiLuuon, in which limilifly jtrnCTiq^d fin^nciaJ msEi 
mtionibjMc ^ntd Jn oli^poly, hiilcd in :t H>mcMhj[ non- 
conipetiiivehtuaiiontromthrbQETowfn paint ctvif^ Sim- 
ilar offering b>' Irndm in lerm* of Mtttn rjies. prcpj^Tmc nt 
prit<iLe||H dnd underwritinf i«liJitquE» lufvr tcfi the C jn jdi- 
in tiDfliniKTier very litllr iJioicr at [o wherv tc appW jnd Lhr 
protprcLi fof Lihinnie funding. M a mujt, iniercit ratci on 
mortjaffs ha\* fM«dcd ^00 ba&t^ points Avcf iht sitnibr- 
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[crm Canadian giovrntmcnt bond dunnft chc pist fiw ytan. 

The dcvdopmenl o( the CanAdun Tftidcntial Fmrt^^ 
markf I ho^ taiien ume si^iA^uil tuna in thr pa&t 30 yew 
Befcnt S967, tht mipor binl^ wert not a Mgnihunt bctorin 
ihc mongaeff nurkcrpbce bcciux of * i«incTior^ on holding 
mtrrtf a[^j on hsnk tuLance shen^ as wril ai the iiubiht7 m 
charje hi|thef thin fi pfrccm on any bank loans. 

H^iwcvtfT, chJn^ ^onTiimd in the Bank Aci of IW7 dra- 
mAtLCally turned imuiid the market-iharr pourjanin^ortht 
^vioLis pLayeri. The major han]u now ijaks up more than 3C 
ptftcnt of tbf ovenll nrtarkfl, prinuHly at ihc npcruc of mut 
componktand, notably, lilr tnaur^nu companies. 

In the Canadian mortpg^ mariv i, the other interesting de- 
parturr from the U.S. fomuli hn been the eJiminaiian of 
Jonjj-ierm* fiiccd rat^ moTiga^ In the arW 1 960*, Catud^n 
AnancidI iniiiiutconi— &uch a^ trujt companin. and later in 
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ids amiiMiiy 
umcwMnT CH-a6- 
cvts fGICi). Beome thry iwcrr umble 
to mat mvEKHVAi omFfkua u dv 
ptibbc OD char deponQ lor man duA 
fine ]nvi tbat wtild. in turn, be fuv- 
utttd by tht laveranKiK of Ct»dt 
ihrwifh ihr Cjiikdj I>tfpoih Insunnce 
Corpontion I'CDIC^ ihor fiaincuJ lO' 
■utuuooi knittd le DDnvenioit liul pru' 
dot B provide cnortpfa (hv were no 
AHMV dun fm ^on in ten^ 

TUi piQcoi;. m hindBght jppon id 
bpv been ant of tb* (owntr nuva Id 
dw wrld of finiAcul innituTion rtguLi- 
tiaii ind mpcHue. T>h LT.S uvingj uhI 
kwi dfbvic va7 ckitiy pomded out 
dw foDy of dkc amiioued pr>cticr of 



(bort-tcrm depovtx- A» « fcwlt, 
dirou^ moH of itw \Wh tnd ]97tk 
dw bulk of thr CinidiEn niDrt^i|H U' 
iticd wfiT ftvc )(«vi in term: howewTt 
die mon|i|ei ihemKKtt wouid be 
piid cff (TVTT 25 yan. 

Thf Umiinl tcrni (6» y«n) adini- 
alty fequind « btlloon ptyiMni n m*- 
turilyr In ptictic?. u lon| u i bonvwvr 
midr rajonibl)' re^uiir ptyrnmti, 
moit finjntUI imTiTum^mi u»ed die op- 
ponunity ti dit end of tJw nuturiry 
term to renew du iTKH-t|igf at a currern 
mvke} LntfTCH Mit No further docu- 
mentition wti required, dud in rmny 
(uetvdu Anincul iiutitutioni involved 
did not rt*fl rtpittt an amcndjjig 
■Ijftnicnt iKowing thf chingic of inur- 
eit rite on thr mortB^ge itseU: Thit be- 
umc in aiy wiy to bundle die mdMd- 
ml moflgigc, 

tft Cinida, i|iia in ■ deppnorc favnt 
U.S. pnctice, die miff est p4^ on indi- 
vidviil mongJigc^ hoi nrv«r been de- 
ductibk for income tu purpoio. Ai i 
mwlt. (here ii i itpiifiant fvunoil in- 
onnve to pty off dv mon$^ u 
qukUy is paitible beduv bomnrtri 
■re uiin^ ifier-tu dolUn. 

The nliblJ^hniFni in L944 af die 
GuwU Mortg^gt dnd Houf Ing Cotpo- 
mkm widi * mjndiu lo pnivkle morl- 
p|e kiiirinu to CuiftdiuM nude ■ 
lifnifkini contfibutiDn ta the dcveiop- 
meni of die boujins wmiVa 

The ti^iAunt receuiDn uid ulti- 
nu» fU^tkin thai occurrrd in 194L 
and 1982 cauitd Lonj lemn inicrcit 
nta to hrt It pemnt on Ave ynr 
mfTngigei ind ihort-term inlemt ritet 
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cnontl] md cne-'rcxr nurtfifey, Ai din 
pwntn "oy m** bofTt>>^Jt hul ^e- 
pared to [o(^ in innerdi mri far w* 
si^piftaat leagth of tunc. Ai a rtsuh, 
[iu hpynrtin^ of 1 mud ihontf-tHTn 
nvket dnckifHd in dkc orif I^i«h^ 
Tbc iw^fc compostioD of die 
of JD«r Cuadiu 
tndudti in 
OfniHXoduft 
yttn^ Ai I RMit; tboc it i MgniAcant 
HKKdn of loiewil busnessv which 
mnry ocimiic louli MQ bdlkw to SlOO 
biHiofi per fc«. 

UiHllad ^rapaywflt rich*' 

Unlikt U^. bortmnYi^ Cani^iid 
bofttjwen lib ntn hrv? nnrtr a lAuiii 
fleiibilhy in thdr ri^r b tqxjra mort^ 
pft hfocr afthemoFtptflawrittaibr 
dK major fiundit inAiTubont dut are 
ujiwcndonal [i.tn icu than 75 penxnt 
loan-to-wloe) an uchniiuUy do^cd; 
d>e boTTOwfT hi4 no ibuJute umtnc- 
tiul right Id prepvi'' ihc mortpp. 

HowrvET, mpfl Cuudiin banlu ud 
firunciiiitutirutiofuireprepindual- 
iow boiTDHvn lo pn^vT their nort- 
|jige, eipediJly if they hive lold ibeir 
homt subject in A H^ifiunT iniKTcn 
penalry, which an ohtn nn^e from 
thne ID la. monthi of inlerexL Moft t- 
nandil mnltutjon^ mtkt »nw pfovi- 
bon a allow die bont^wer id tiitpay 
wmr fpeciAed amount on a per oko- 
dar-vrv baui {unuiOy a rvi|it flf 10 



The Jffifapn m of die Candia 
MBS mirks hoi boA amfuly ilov ii 
cofsparixn wifh ihtf of dx Ummd 
5caf^ HoHcm; dv Canadiaa MK 
marfcet befin logirow rapidty from t$l7 
ID 1^3 (H RpKtf L). Obtcfn^ dK 
Euuevful iVvctopinnil of die Gnon- 
orun Sadooil Mortpp 
fGNMAJ in die United 
deiT that tbeie i^ic no anwnnoaiiiC^ 
aUe legal iiapedtmcnu xo dbe drvdop- 
coent of a leoondarr rnongige maifcet v 
j^mwiMA* Howevv, the caiution tif ent' 
iilg portfolio ksdpi to lell iino die kc- 
Dodary mariei hu coAtributed b dK 
dowD^ of the devdopooiL 

The gommmoit of Canada bs Ciiii 
rnun mttinhiti> including dw 197} ta^ 
tnrpcntion of the Federal Monpi^ 
F«-Kangf CorpontiDiL Thii entity was 
dcugncd 10 tiimkiiate and be i ciulyn 
?ot ibr development of a KCBOdary 
mortgage market. 

The fiTB publidy iaued MBS in Cun^ 
da WIS the Guannieed Monpp Cenifi- 
ctti. issued by GMC hivcfiDrs Cotpora' 
tionuilate ]^5-Th«»nmt>' wtianoi' 
uitsiin^ hybrid of ^cnrmment-inAiEed 
mortgagn and tunelv poymenl guanD- 
tcB Hjpptied by GUbank Canada. The 
inKTument wat raud "^dottble A (highr 
by Docninjon 3wid Ratmg Sawia and 
AibKquendy » 'AAA" by Canada Bood 
lUung Service 
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Srttnlyart ag^ die gcvenuDcnt of 
Ciudi innouncEd in the budget of 
FAruvy I9S4 thjir ii would ipotuor 
jod inidile Tunety payment |Uannltaa 
far MBS; howcwf. the Kabling lepilt- 
un icd the tubsequcni pfOgFun Mtie 
ngt estibluhicd until euty 19S7. 

Tlv dewlopflMTLt of thf fedenJ gov- 
samcni prograrn [Vough the r.jft*<^ 
Uortgigr «nd Houung G^rpvntion 
(CMHC) wu tused on i niodel umikr 
Id the GNMA ffKiff2n\ in the Uiuled 
SutEL Under the Cuudian wnion. iD 
iodivklul mongige mtui bf iruund 
under the Nitioiul KoLuir^ Aft ind che 
nvrtgjigts cnuft be arigijialed ind sei- 
viadbviG^HC^^F^tived Lender. 

Once dw mort^gin j.it pui mio ho- 
mofcneoui pooh ^limiUr laatunTie^ 
fimilar intoiett nta, simikr inuitia- 
tion pcTiodk geDfmphKal drnrvAca- 
Eioiv etc^ ihe moftgtga vt pooled 
jnd iecuhtiei Are luued an [hr buia of 
Vi. ^n(livided tnlemt in the pool Tht 
pnHQi of piyiitg thi! ijivoTDn och 
Dwnth ti orned out by t cmtfit piyor 
tnd tnniivT Agent lCPTA), i cMitnct 



nvtrded to Ntontrat Trust Col £n t9S6. 
CMHC supplin i ^nntrf at the 
timdy pirmcm both of prindpftt tad in- 
icTst on I moathly buii ind of the total 
unount of the pruiapd ouBunding tt 
micurn)^ Ai t fbult, ocb of thoc »cu- 
riba arria the fuD ^hh ud credit of 
dH Cinadiui fovemnKm. Ftpur ^ 
showf the ovmll growth uid M*^ i*^ 
lucd Kcuntia, u well u the nuriKt 
ihur by usuer for ihf )Bn 19B7 to :^). 

There hiw been soiw intCRfting de- 
vdopfncnti tDthcmuf^Duttideoftbc 
CMHC MBS prognm. One nich devel- 
opment hu been the crafion of the 
ipedal-purpoje trutt fjobtifhed by 
CcntT?i Guir^nry Tiuit that holdi t^n- 
ventionji mortgages ind often liinited 
uibordirutian f?r the purpose) Qi pa»^ 
ing through inieft« on t timdy bua, a 
nvtl! It 1 fuQ amouct of Jix niboidtiu- 
tion up lo t ipedfic limit gfi percent in 
the event of debiUt on the individual 
cnongages^ 

The Fintline NHA Mnrtg^ige Tnut 
hu alu been ettabUihed at i fpecLfic- 
purpoK iniS with « mmdiie lo pur- 



dutt NHA-naond numpga vmJ 
huid them with i combinitifin Lif com- 
edcTOaI paper and midterm cjoiev The 
niidlEmi noted carry a ^-month pvy^ 
mem of uitercfl uid no principal prt- 
pjiynx&i prior to the maturity dale The 
cammenul ptper it rated v. an *kl 
(high") and the midtcnn notb ui nicd 
Triple A" by both Cajiada Bond Rad^g 
ScmfE and Dortunion Bond Racing 
SennOf- Botb itoytl Tnut And Vkn Gty 
Stvingi have iltD issu<d MBS, but 
FiHidy with iOme kkccu in the Eiuo- 
C*""*"" band market aitd limiBd dis- 
tribution in Cuudt- 

Ma Faniil* ar f rad^J* r*t 

Unlilce the Uniced Staici, Canada ftiQ 
has not developed a lignificant altema- 
five to the CMHC proigram fbrthe (ecu^ 
ritiiatioii oi convsitianAl mongtges, 
HowtvcTh thote Oiuen who uc acii^ 
playen in the securitiution market aie 
cwTcndy ahborbing the i;ost of the 
CMHC in^ur^ricc pTrmium ca comtn^ 
tional mortga^ in order to make them 
eligible ibr the CMKC MB$ pTDgraoL 
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CMHC dni]^ a ooe-tinK i nwir i nr c 
praninm for the life of dM Ion dMC is 
b«cd oa die loan-to-valuc Tht lout- 
to-vahw is co mi dere d a food tudicalor 
ofrkkkwtbanddici muwnc epwmi. 
UBS varies between 1 peioeni and 23 
pctoent based on a ranfe of loon-to- 
vabes from less dian 65 percent to 95 



Thus fiv. in a period of seven years, 
die Canadian MBS maricet has extend- 
ed to appronnutdy S16 billion in 
newrif issued MBS. only a little more 
dian 5 percent of the total value of all 
outstanding home mortgages. While 
the penetration of the mortgage mar- 
ket has been much slower dian antici- 
pated, the progress made so fer is seen 
as a good indicator of a promising 
future. 

It should be noted in passing that the 
Canadian government MBS is not sub- 
jea to international withholding tax 
and. therefore, nonresident Canadian 
investors would not be subjca to any 
Canadian withholding tax. 

Recendy the first CMO structures 
have been issued in Canada. TWo CMO 
offerings totaling approximately $600 
million were brought to market and the 
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issuen %«ae HntLine Ihiit and die Na- 
nooaioanKOivjnaiiL wmaniipwini 
sloping yield cnrxe, this has bten pcr> 
oeivu as an eWin'tivc' cncution of mort- 



Anolher particulaily atlnctiw aapotf 
of a Canadian MBS for uitcmational u- 
vcstocs IS that it carries a zero percent 
riik-rating using die Bank for Intcrna- 
Qooal Settlement standard far capital 
adeouacy for international banks. 

Tw« tfiotlnot 
■•rli«ts 

The development of the mortage 
market in the United States has varied 
dramatically from that of Canada. 
This mostly traces to the restriction on 
developing national branch banking 
in the United States. As a result, the 
pace of development of national mort- 
gage lenders was held back some and 
the mortgage business has remained 
highly fragmented. The recent trend of 
mortgage banking companies going 
public has dearly demonstrated the 
current capacity for national lending 
in the United Sutes. 

Canada, on the other hand, is exten- 
sively served by its five major banks— 



AsanMlt.lh 

ed: ^prniihwiWhi U . 
ibc vast miyonljr of ibc 
This oligopolf !■§ lend i» 
re d uord iio iii pctHi o w mi Morigape Imd' 
. - mnaofpridn^ 
One 
die U.S. and die 




Buut ratss haws been signncaody lower 
than m ibe Untied Smw For emnplet 
die Canadian defeidt rale (defined as 90 
days in arreais) for die fourth ^naclff 
1992 was less dian 1 percent on a naifon- 



TheU.S.MBS 
for entirely different reasons than the 
Canadian market, and yet die potential 
for the MBS market in Canada is signifi- 
cant And even diough the MBS nttriset 
in Canada is devefoping in response to 
difierent stimuli, the net result to Cana- 
dian consumen woukl be very simiar to 
the results enjoyed by American con- 
sumers: borrowers get fower interest 
rates, while investors get higher interest 



The Time 
Has Come... 
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...to send for the latest copy of the free Consumer 
Information Catalog. 

It lists more than 200 free or low-cost govern- 
ment publications on topics like monqy, food, Jobs, 
children, cars health, and federal benefits. 

Don't waste another minute, send today for 
the latest free Catalog and a free sample booklet. 
Send your name and address to: 



Separtmoit TK 
PoittlOy Ckflorado 81009 
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Wt wl purchaM your Rrtt TO*! ts 
prindpili ttwoughoul flit U.S. 

• A. B accredit File 

• FNMA&FHLMC 
Rqwichases 

• Fixed, ADJ&BaUoon 

• Seasoned & Non Seasoned 

• Conforming & Jumbo 
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Contact LaTrisha Miller 

with your loan portfolio. 

800-448-BANK (2265) 



Pre -Underwrite 

To Save Time and Money 

The Lata Origination 
InToniiadfm System (LO[£> 
PC-b4scd schwaie adds in 
expert to your ohgirutioA uafT 
ind pre -underwriter your 
borrower per Fjinnie Mac, 
Freddie Mac. and FHA 
guidelines for 1-^4 unit 
pmpertjci. 
M Reduce Costs 

■ Shorten ProctstiitB T^mr 

■ Improve Flk Quality 
Originating in^ftiiuiions itiay 
reijucst a fully ruocTionnJ 
progmrr for c valunbon without 
obligotjon To request a copy, 
conucr: 

MasierLoon. Inc. 
22843 N E «ih Street 
Suite 456 
Redmond, WA 98053 

MasterLoan 

rw^dviiLil mof^Qaga tattiHttw 
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P«1«Htkal t« #atirsv 
U.S. ■ If 11*1 

Tbc Cinidim MBS nitriset hu de- 
vebprd rebdvety ikmrty w tu. mofdy 
bccuue of tb« rduouioe of the audof 
kiTft tup>plien of mortpigr money tn 
leU cheir mortgfgs to ifuumtioiui in- 
vBton. ticHwTVtT. 3 credibtc irgvimcnT 
on be trade Th»t the iiltunjie Uiin ftf 
the Cmidixn roidentui mortgif c mai'- 
ki^ dut will be iccuntized will be even 
fmui thui in the United Suiet. Tlut 
Argument ixsts on dK fbiOowiii} points; 

■ In ibc Uniud Stales^ the vut nujonty 
of mongv^ hnr been 30'ycar, ftvd- 
ntelouu. AiiTHuhi ihuv Kuooed 
mortgage] ikady wrtiicn 4t a kiw in- 
icreit riK wouid be iLm«t Lmposs^kc 
to leuiTTCLKn bevauK bofneowneii 
would hive no Lncienttvt lo trade dKm 
in fiv 1 new ntorrgage funded by MBS. 
The nam refi nunia hai obviou^yir^ 
cumixed mudi mort of the nurkn: 

■ Onidiin nn>rtgage$, bcoiuc (jf their 
much ihorTCr duntion, will jU renew 
with their existing lenders Mt current 
market rata over the cittt ftvt yarj. 
In ^t, it is estimated that ipproju- 
mitely SIOO billion armort^iei re- 
new eich iialendir ytir in Cjn^da. 

■ A ii^i^c^ni opportunity eiisu fbr 
Cinidian MBS iuuen to capture i 
HBniAnot portion of du» itufkcf 
through iggreurve marketing and 
pndng. 

■ The marker for MBS in Canada is 
coruidcrsbjy bmader thin it ii in die 
United Stales. Thu a » because tn 
the United Suto the injond^ry mar- 
lui igRicy piDBrams and the FHA 
■re conitrained by niativdy low torn 
limits- The U.S, pmgxanu have a1- 
wiyi been intended for the low- and 
middle -Lncorne borrower, itid u a 
result, the amount of the total US. 
mortgage market thai can be iecuri- 
tiied with go^fcmmetit backing a 
signiAcandy leu than the total mar- 
JtH, HowevefH die privatt pus- 
thmugh maritt in the United Stats 
doti lem the jumbo nonconform- 
ing nurket tncreutnglv wcil. 

• tn Canada, howewr, CMHC has fol- 
kjwtd a VE17 enlightened view and has 
ensured that KHA insurance can ep- 
ply on all Canadian residential prop- 
eitie*, subyect loceruin LinderwHting 
cnteria b ji without limit as to the siie 
of die individual mpngage Thoe 
tatje mortgages, in itun, mtybc secu^ 
htized iBing the CMHC MBS pm- 
gnm. The public policy rationale For 



diti ii that die CMHC timely pty- 
micnt guajantR and the morigagit in- 
nirance fund are Klf^smtajning, and, 
therefore, the bov&s of Kcuhtia- 
tioo— lower tntercst rata fo«r con- 
lumert — should be made equally 
jvulabie to aO Canadian^ 
■ Another t^or cncouttging tbc se^ 
curitizatjon of mortgagn in f>nt4i 
li the vrry noncompetitive nanirt aC 
the mortgage Lending oL^poiy that 
hat ariieiL Eiistirtg financial ioititii' 
tions that have Eaxgc mortgage port- 
folioi that roll over oi renew on a 
very short-term basis arc unlikely to 
cannibalize their (Mh^n profit margins 
by oQcring inicftst ntei to thei; rt- 
ncwaj customers that are lignih^ 
candy lower than the adsdng mar- 
let demands. 
• AggiHHvt mortgage lenden in 
Canada who Ltse MBS funding wiQ 
con tm Lie ed jjiin lignihcant market 
thanc bf ofTering interest rates lowet 
than tboie of the oisling players. 
Firstline Trust Company ii a specific 
caie in point. It has grown fnw SIM 
mdiifln of aiteti under admimitration 
m 1^? to more than 15 billion in ITOJ. 
Diuing thi^ period, its growth was fu- 
eled by avetagmg 30 b^is points below 
every ma^r bank and tJTiit company in 
Canada for five-year mortp^ As a rt- 
sult, FimLine envoys appronmatdy W 
percent of the MBS market. 



■'■ 



n*rl(4t 

Estimationi of the potential liie of 
the MBS market Ln Canada vary dia- 
niatically depending on the undcrtying 
ainimptions. Consistent widi die com- 
petitive rate advantage that hai been 
demoimnted so ^ by MBS iuuen, 
capmring i5 pettent to 30 percent of 
the tdtimiie market is cenainty achiev- 
able during the nc« fm to ten yon. Ai 
a result, the market couhl devdop to 
fignificandy more than JEOQ bilUan 
during the J WOt 

At lome point, the capital-adequacy 
rules of the B15 wOl fivot i strong em- 
phasis on the ofl^balance sheet treat- 
n%cnt available fof M&Sh and at that 
time, the maW banks and trust compa- 
nies will UK MBS as an asKt/liabdity 
tool to reduce inrerest rate dsk and Op- 
timize capital allocation. M ■ 



tvan S. UWii a dwintutn ofFintLirK TnM 
Cf- Bastd m Tontilv^ tht cumpany it 4 Ju6- 
tklitrjf of SJetuh^ FinanojL 
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APPENDIX B 

HR3153Cotti&UaMNiM 




O Refraining Indsbtedncii 
aOtherClotlngCotti 



rsnooic inisfucrnni 
O Prepaid Finanoe Charges 



Paid in Connection w/Transaction 



Orig. Creditor Assign— 



Prepaid Finance Charges 


2.450.00 


2.450.00 




10.974.93 


10.974.93 




- 


1.621.47 


Other Closing Costs 


- 


2.325.00 


Remaining Indebtedness 


- 


28.378.53 



Total Liability 



13.424.93 45.749.93 
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HR 3153 Costs & Liabilities 


Loan Amount 


$ 


30,000.00 


Interact Rate 




15% 


Tonn 


15 Years 


Payment 


$ 


419.88 


Cloalng Coate 






Loan Origination 




1,500.00 • 


Loan Discount 




750.00 • 


Appraisal 




400.00 


Credit Report 




65.00 


Tax Service 




75.00 


Loan Processing 




150.00 


Flood Certification 




20.00 


Undenwriting/Funding 




200.00 * 


Hazard Insurance 




280.00 


Property Taxes 




590.00 


SetUement/Closing 




225.00 


Document Preparation 




150.00 


Title Insurance 




325.00 


Courier Service 




15.00 


County Recording 




30.00 


TOTAL 


$ 


4,775.00 


* Total Prepaid Interest 


$ 


2,450.00 
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HR 3153 Costs & Liabilities 



Payment Schedule 



Date 


Payment 


Interest 


Principal 


Balance Due 


Jan-94 


419.88 


375.00 


44.88 


29,955.12 


Feb-94 


419.88 


374.44 


45.44 


29,909.68 


Mar-94 


419.88 


373.87 


46.01 


29,863.67 


Apr-94 


419.88 


373.30 


46.58 


29.817.09 


May-94 


419.88 


372.71 


47.17 


29.769.92 


Jun-94 


419.88 


372.12 


47.76 


29.722.16 


Jul-94 


419.88 


371.53 


48.35 


29.673.81 


Aug-94 


419.88 


370.92 


48.96 


29.624.85 


oGp-y4 


419.88 


370.31 


49.57 


29.575.28 


Oct-94 


419.88 


369.69 


50.19 


29.525.09 


Nov-94 


419.88 


369.06 


50.82 


29.474.28 


Dec-94 


419.88 


368.43 


51.45 


29.422.83 


Jan-95 


419.88 


367.79 


52.09 


29.370.73 


Feb-95 


419.88 


367.13 


52.75 


29,317.99 


Mar-95 


419.88 


366.47 


53.41 


29,264.58 


Apr-95 


419.88 


365.81 


54.07 


29.210.51 


May-95 


419.88 


365.13 


54.75 


29,155.76 


Jun-95 


419.88 


364.45 


55.43 


29,100.33 


Jul-95 


419.88 


363.75 


56.13 


29,044.20 


Aug-95 


419.88 


363.05 


56.83 


28,987.37 


Sep-95 


419.88 


362.34 


57.54 


28,929.84 


Oct-95 


419.88 


361.62 


58.26 


28.871.58 


Nov-95 


419.88 


360.89 


58.99 


28.812.59 


Dec-95 


419.88 


360.16 


59.72 


28.752.87 


Jan-96 


419.88 


359.41 


60.47 


28.692.40 


Feb-96 


419.88 


358.66 


61.22 


28.631.18 


Mar-96 


419.88 


357.89 


61.99 


28.569.19 


Apr-96 


419.88 


357.11 


62.77 


28,506.42 


May-96 


419.88 


356.33 


63.55 


28,442.87 


Jun-96 


419.88 


355.54 


64.34 


28,378.53 



12.596.40 10.974.93 1,621.47 
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APPENDIX C 



Rcgnlatioii Z (Statutory Provwoot) 



6-1086 



(d) Ifaooasumercradit tale ii one ofaMfki 
of ooosumer cndit lalet tfiimftttnw made 
pwioaiit to an atreemeat pcovidmg for the 
addttioo of the ddwrad payment price of that 
tale to an ^»* ff »5g outttandinc *«»i»"5t, ■wH 
the penon lo whom the credit k eitended hat 
approved in writing both the annual percent- 
age rate or ratet and the method of computing 
the finance charge or charget, and the creditor 
retains no security interest in any property as 
to which he hat received paymentt aggregat- 
ing the amount of the talet price tncluding 
any finance charges attributable thereto, then 
the ditdoture r eq uir ed under eubiection (a) 
for the particular tale may be made at any 
time not kter than the date the first payment 
for that tale is due. For the purposes of this 
subsection, in the case of items purchased on 
different dates, the first purchased shall be 
deemed first paid for, and in the case of items 
purchased on the same date, the lowest priced 
shaO be deemed first paid for. 

(IS use 163t. As anaaded by aeli of Mvcfa 31. 1980 (94 
SlaL ITS) and Dec 26. 1981 (9S SlaL ISIS).] 



SECTION 129— [Repealed] 



6-1086 
SECTION 130— Civil Liability* 

(a) Except as otherwise provided in this sec- 
tion, any creditor who fidls to comply with 
any r e quir ement imposed under this chapter, 
inrJuding any requir ement under section 125, 
or chapter 4 or 5 of this title with respect to 
any person is liable to such penon in an 
amount equal to the sum of— 
(1) any actual damage sustained by such 
person as a resuh of the fiuhue; 



d iimilwiwirim wfhtiom prior to Odoter 1. 19t2 m 
t to dtt amaaded dvil Ubttitjr provWoM. (Mb. L. 
97-2S f 301). 



FRRS 
Pftge6«343 



97 
(3/W) 



(2)(A)(i) in the case of an individual ac- 
tion twice the amount of any finance 
diarge in connection with the trantac- 
tion, or (ii) in the caae of an individual 
action refaUJng 10 a contumer leaae under 
chapter 5 of this title, 25 per centum of 
the total amount of monthly payments 
under the lease, except that the liability 
under this subparagraph shaO not be leas 
than $100 nor greater than $1,000; or 
(B) in the caae of a data action, toch 
amount as the court may aOow, except 
that as to each member of the class no 
minimum recovery shaO be applicable, 
and the total recovery under this sub- 
paragraph in any dass action or series of 
class actions arising out of the same fail- 
ure to comply by the same creditor shall 
not be more than the lesser of $500,000 
or 1 per centum of the net worth of the 
creditor, and 
(3) in the caae of any successful action to 
enforce the foregoing liability or in any ac- 
tion in which a penon is determined to 
have a right of rescission under section 125, 
the costs of the action, together with a rea- 
sonable attorney's fee as determined by the 
court In determining the amount of award 
in any class action, the court shaO consider, 
among other relevant fiictors, the amount 
of any actual damages awarded, the fire- 
quency and persistence of fiulures of com- 
pliance by the creditor, the resources of the 
creditor, the number of persons adversely 
affected, and the extent to which the credi- 
tor's fiulure of compliance was intentional. 
In connection with the disclosures referred 
to in subsections (a) and (b) of section 
127, a creditor shaO have a liability deter- 
mined under paragraph (2) only for fiuhng 
10 comply with the requirements of section 
125, section 127(a), or of paragraph (4), 
(3), (6), (7), (8), (9), or (10) of section 
127(b) or for failing to comply with diKlo- 
snre requirements under State law for any 
term or item which the Board has deler- 
1 to be substantially the same in mean- 
ing under section 111(a)(2) as any of the 
terms or items referred to in section 127(a) 
or any of those paragraphs of section 
127(b). In connection with the disclosures 
referred to in subsection (c) or (d) of sec- 
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6-10(6 



Rcyilitioo Z (Stitiitory Proviiioiif) 



turn 127, ft card iisuer ihaO have a ItabOhy 
mider thn section only to a canUiokler who 
payi a fee desc ri bed in section 127(c) 
(l)(A)(u)(I) or section 127(c)(4)(A) 
(i) or who uses the oedtt card or charfe 
card. In connection with the diaclotiires re- 
ferred to in section 128, a creditor shall 
have a liability determined under paragraph 
(2) only for fefling to comply with the re- 
quirements of section 125 or of paragraph 
(2) (insofer as it requifcs a disclosure of 
the *amount financed'), (3), (4), (S), (6), 
or (9) of section 128(a), or for foiling to 
comply with disclosure requirements under 
State law for any term which the Board has 
determined to be substantially the same in 
meaning under section 111(a)(2) as any of 
the terms referred to in any of those para- 
graphs of section 128(a). With respect to 
any foilure to make disclosures required un- 
der this chapter or chapter 4 or S of this 
title, liability shall be imposed only upon 
the creditor required to make disclosure, 
except as provided in section 131. 

6-1087 

(b) A creditor or assignee has no liability un- 
der this section or section 108 or section 112 
for any foilure to comply with any require- 
ment imposed under this chapter or chapter S, 
if within sixty days after discovering an error, 
whether pursuant to a final written examina- 
tion report or notice issued under section 
108(e) ( 1) or throu^ the creditor's or assign- 
ee's own procedures, and prior to the institu- 
tion of an action under this section or the re- 
ceipt of written notice of the error from the 
obhgor, the creditor or assignee notifies the 
person concerned of the error and makes 
whatever adjustments in the appropriate ac- 
count are necessary to assure that the person 
will not be required to pay an amount in ex- 
cess of the dttrge actually disclosed, or the 
dollar equivalent of the annual percentage 
rate actually discl o sed, whichever b kmer. 

6-1088 

(c) A creditor or assignee may not be held 
liable in any action bfooilit under this section 
or section 12S for a violation of this title if the 
ciedilor or assignee diows by a prepondenmce 
flf evldwcf dMt die violation was not inten- 



tional and resulted from a bona fide error not- 
withstanding the maintenance of p it) e e dufe s 
reasonably adapted to avoid any such error. 
Examples of a bona fide error indnde, but are 
not limited to, clerical, calculation, computer 
malfonction and programing, and printing er- 
rors, except that an error of legal judgment 
with respect to a person's obligations under 
this title is not a bona fide error. 

(d) When there are multiple obligors in a 
consumer credit transaction or consumer 
lease, there shaO be no more than one recov- 
ery of damages under subsection (a)(2) for a 
violation of this title. 



^1089 

(e) Any action under this section may be 
brought in any United States district court, or 
in any other court of competent ju ri sdiction, 
within one year from the date of the occur- 
rence of the violation. This su b section does 
not bar a person from asserting a violation of 
this title in an action to collect the debt which 
was brought more than one year from the date 
of the occurrence of the violation as a matter 
of defense by recoupment or set-off in such 
action, except as otherwise provided by State 
law. 



6-1090 

(0 No provision of this section, section 
108(b), section 108(c), section 108(e), or 
section 1 12 imposing any liability shaO apply 
to any act done or omitted in good foiUi in 
conformity with any rule, regulation, or inter- 
pretation thereof by the Board or in conformi- 
ty with any interpretation or approval by an 
official or employee of the Federal Reserve 
System duly authorized by the Board to issue 
such interpretations or approvals under such 
procedures as the Board may prescribe there- 
for, notwithstanding that after such act or 
omission has occurred, such rule, r^guhuion, 
interpretation, or approval is amended, re- 
scinded, or determined by judicial or other au- 
thority to be invalid for any reason. 



TrMwmitf 1 97 
(3/89) 
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Z ( S ti tut oiy Proviaoin) 



6-1096 



6-1091 

(f ) The muttiple fiulnre to dndoM to any 
p ciioo my infonnatioo rec|utrBd under ddt 
chapter or chapter 4 or S of^Uiis title to be 
tection with a an^Tnocoimt 
I end coosmner cndit plan* oth- 
er nn^e contmner credit tale« 
ooouuner leases or ffiiier esctennott oi oonsuni'* 
er credit, thaU entitle the perM» to a angle 
fooovcry under thif section but continued 
fiuhue to disclose after a leoovay has been 
granted shaU give rise to rights to additional 
recoveries. This subsection does not bar any 
remedy permitted by section 12S. 

6-1092 

(h) A person may not take any action to off- 
set any amount for which a creditor or assign- 
ee is potentially liable to such person under 
subsection (a)(2) against any amount owed 
by such person, unless the amount of the cred- 
itat's or assignee's liability under this title has 
been determined by judgment of a court of 
competent jurisdiction in an action of which 
such person was a party. This subsection does 
not bar a co n s um e r thai in de&ult on the ob- 
ligation from asserting a violation of this title 
as an original action, or as a defense or coun- 
terclaim to an action to collect amounts owed 
by the co n s um r r brought by a person liable 
under this title. 

[IS use 164a As aoMaded by aels of Oct 2t. 1974 (88 
Sm. 1918); F*. 27. 1976 (90 Stat 197); March 23. 1976 
(90 Slat 260); and Nov. 3. 1988 (102 Slat 2966).] 



6-1093 
SECTION 131— Liability of Assignees* 

(a) Except as otherwise specifically provided 
in this title, any civil action for a violation of 
this title or proceeding under section 108 
which may be brought against a creditor may 
be maintamed against any assignee of such 
creditor only if the viotetian for which such 
action or proceeding is brou^it is apparent on 




lobcr I, I9t2 an anfeiaet to tlM a 
I (TiA. L. 97.^ I 301). 



to con pl y with the 

wgdarioiM priorio Oc- 

civil ■aouKj pio* 



the ttc€ of the iiiff l i? i" * statement, f w ^ ' ^ g rt 
where the assignment was mvohmtary. For 
the purpose of this section, a viotetian appar- 
ent on the Cmc of the disclosure statement in- 
chides, but is not limited to (1) a dis clo sur e 
which can be determmed to be incomplete or 
from the fi»e of the disclosure 
statement or other documents sssignrrt, or 
(2) a disclosure which does not use the terms 
required to be used by this title. 

6-1094 

(b) Except as provided in section 125(c), m 
any action or proceeding by or agamst any 
subsequent assignee of the original creditor 
without knowledge to the contrary by the as- 
signee when he acquires the oUigstion, writ- 
ten acknowledgement of receipt by a person to 
whom a statement is required to be given pur- 
suant to this title shaU be conclusive proof of 
the delivery thereof and, except as provided in 
subsection (a), of compliance with this chap- 
ter. This section does not affect the rights of 
the obligor in any action against the original 
creditor. 

(c) Any consumer who has the right to re- 
scind a transaction under section 125 may re- 
scind the transaction as against any assignee 
of the obligation. 



[IS use 1641. As aoMaded by aels of March 31. 1980 (94 
Stat 182) and Dec 26. 1981 (93 Stat 1515).] 



6-109S 
SECTION 132— Issuance of Credit 
Cards 

No credit card shall be issued except in re- 
sponse to a request or application therdbr. 
This prohibition does not apply to the issu- 
ance of a credit card in renewal of, or m sub- 
stitution for, an acc ep ted credit card. 



[IS use 1641. As I 
Stat 1126).] 



I by act of Oct 26. 1970 (84 
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6-1096 
SECTION 133— LiabiUty of Holder of 
Credit Card 

(a)(1) A cardhoUer shaU be liable for the 

unauthorized use of a credit card only if— 

(A) the card is an accepted credit card; 
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DIS U^ HOUSE SUMMARY OF TESTIMONY 

MR. OiADU^fAN, MEMBEI^ OF THE SUB<X>MM]T1EE ON CONSUMER CIIED^ 
AND INSURANCE, I AM GARY K. JUDIS, LEGISLATIVE CHAIRMAN OP THE 
CALIPORNL^ INDEPENDENT MORTGAGE BROKERS ASSOCL^TION, CIMBA. I AM 
ALSO CEO AND CHAIRMAN OF THE BOARD OF AAMES FINANCIAL CORP^ A 
PUBUCLY HELD LOAN BROKERAGE FIRM. 

I THANK YOU. MR. CHAIRMAN. FOR THE OPPORTUNITY TO TESTIFY. 

WE HAVE PROVIDED COPIES OF MY COMPLETE TESTIMONY TO THE 
COMMirreE. BUT I WOULD LIKE TO SUMMARIZE THAT TESTIMONY NOW. AT THE 
CONCLUSION OF MY SUMMARY I WILL BE HAPPY TO RESPOND TO QUESTIONS. 

CIMBA IS A NON-PROFIT, PROFESSIONAL SOCIETY COMPRISED OF 
INDIVIDUALS AND FIRMS UCENSED AS REAL ESTATE BROKERS ENGAGING, 
PRIMARILY. IN THE PURSUIT OF MAKING AND ARRANGING REAL PROPERTY 
EQUITY LOANS ON BEHALF OF CALIFORNL^NS. 

I AM HERE TODAY BECAUSE MY ASSOCIATION BELIEVES THE AUTHORS OF 
HJ^ 31S3 ARE INTERESTED IN THE SAME GOAL AS WE ARE: 

TO ELIMINATE, THE ABUSIVE LENDING PRACTICES OF THE FEW IN THE 
INDUSTRY WHO WOULD TAKE ADVANTAGE OF THE BORROWER, ESPECL\LLY IN 
THE TIME OF GREAT STUESS, WITHOUT DISRUPTING THE FLOW OF FUNDS 
PROVIDED BY THE INDUSTRY THE VAST MAJORITY OF WHOM ARE HONEST AND 
CREDIBLE, AND WHO SERVE A VERY LEGITIMATE NEED TO HOMED WNERS WITH 
EQUITY IN THEIR PROPERTY. 
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JUDIS REMARKS 2-2-2 



WE UNDERSTAND THAT THERE HAVE BEEN ABUSES AND OUR 
ASSOCIATION RECXX3NIZES THAT LAX, SOMETIMES NONEXISTENT, REGULATION 
HAS CREAIED CAUSE FOR GENUINE CONCERN BY CONGRESS THUS THE 
INTRODUCTION OF HA. 3153. 

RECENTLY WE HAVE BECOME FAMUJAR WITH THE TERM "DISPARATE 
IMPACT IDENTIFIED BY THE JUSTICE DEPARTMENT AS BEING THE RESULT OF 
WELL MEANING.PROCEDURES WHICH INFACTPRODUCEPATTERNSOFLENDING 
THAT EXCLUDE EQUITY BORROWERS FROM ECONOMICALLY DISADVANTAGED 
NEIGHBORHOODS. 

WHILE WE SUPPORT THE GOAL OF H.R. 3153 TO ELIMINATE ABUSES WE DO 
NOT BELIEVE THE MEASURE AS CONSTITUTED WILL ACCOMPLISH THAT 
OBJECTIVE WITHOUT CREATING "DISPARATE IMPACT AMONGST THE PERSONS 
HOME EQUITY LENDING CAN BEST ASSIST. 

IN CALIFORNL\ WE HAVE DEVELOPED A WELL REGULATED SYSTEM OF 
REAL ESTATE LAW OVER ALMOST FORTY YEARS THAT PROVIDES PROTECTIONS 
FOR EQUITY BORROWERS - BUT IN SUCH A MANNER AS TO PRESERVE THE 
CONDUIT WHICH DISTRIBUTES THE FUNDS TO THOSE FAMILIES. 

BEFORE DISCUSSING THIS IN GREATER DETAIL LET ME ADDRESS THE 
POINTS THAT YOU ASKED BE ADDRESSED, MR. CHAIRMAN. 
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JUDIS REMARKS 3-3-3 

FIRST - IF IKIOOERS ARE TO BE RETAINED IN RR. 31S3 - WE WOULD 
RECOMMEND THEY BE AS FOLLOWS: 

(1) THE INIEREST RATE AT CONSUMMATION OP THE 
TRANSACTION WILL EXCEED BY MORE THAN 12 PERCENTAGE 
POINTS THE THIRTY YEAR CONVENTIONAL FANNIE MAE FIXED RATE 
MORTGAGE; AND 

(2) ALLPREPAIDFINANCECHARGESPAYABLEBYTHECONSUMER 
AS DEFINED IN REGULATKH4 Z AT OR BEFORE CLOSING WILL 
EXCEED THE GREATER OF: 

A. 12 PERCENT OF THE TOTAL LOAN AMOUNT; OR 

B. S40a 

SECONDLY, WE SUPPORT THE MEANS OP COMPUTING ANNUAL 
PERCENTAGE RATES OF INTEREST INCLUDING THE CERTAIN FEES THAT MAY BE 
EXCLUDED IN CALCULATION OF THE APR AS NOW CONTAINED IN THE TRUTH 
IN LENDING LAW. 
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JUDB REMARKS 44^ 

THIRDLY. CONCERNN6IN5CU)8UREIWCXJU>CAIXlOT0URAll^ 

ONE OF CAlJPO»aA*S DBCL08URE DOCUidflSw IHE MQKIGMGE VOMi 

DBOXXURE STATEICKT MANDAIED BY THE SIAIE ON ALL BQUnY LCMNS 

SECURED BY REAL F R tJ r tJtI V: BROKERS ARE RBQUIRH> TO €SiVB IHB 

DOOnCKT TO ALL BORROWERS AT THE TBC GF UOfM AITUCAmM. IT 

DETAH^ ALL ASreClS GF THE LGMN THEY HAVE APnJB> FOR AM> BCLUDCS 

A PARAOUTH NEAR THE TOT OF THE DOOII^in^ THAT SIAXES AS PQLLOllSb 

T«yriCE TO BORROWER: F YOU DO NOT HAVE THE HMDS TO PAY THE 

BALLOON PAYftieCT WHEN IT OOMES DUE^ YOU MAY HAVE TO OBTIAM A 

sew LflMN ACAW5T YOUR PROPERTY TO MAKE THE BALLOON PAYBflENT. 

DC THAT CASE. YOU MAY AGAM HAVE TO PAY COiAiBSnNS^ FEES AM> 

EXPE9QES FOR THE ARRANGING OF THE ?CW LCMK DiADDinQK F YOU 

ARE UNABLE TO MAKE THE MONTHLY PAYICNIS OR THE BALLOON 

PAYICMT, YOU MAY LOSE THE PROPERTY AM> ALL GF YOUR EQUITY 

THROUGH BORBCLOSURE. KEEP THIS IN MBK> Hi DBCaiMG UPON ^ 

AMOUNT AS«> TSQiS OF THIS LOMN.* 



AS YOU CAN S^ WE IN CAUFORNIA MAKE EVERY BFQRT TO EXPLAM 

1¥£ S3SKS CS" 1AX3NG A HOME EQUITY 1X>AN TO BORROWERS. WE fEEL THIS 
IIOCUIffiNT AOSAffLBaFSS THAT GOAL. 

FOLBTIHLY, IN IfS A3£A CS" TRflHSrnCSNS SUCH AS BALLOON fA^^ 
IT S OUR POSmON THAT ANY ICVICE THAT ASSSIS JOE HOAC OWICR IN 
CSTAMMC FINANCINK} IN A R£ASONABL£ MANNER BASED UK3N IfiE fi 
iEORSSS 
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JUDIS REMARKS 5-5-5 

OFFERINO AS SECURITY ^OULD NOT BE REIECIED OUT OF HAND. IN MANY 
INSTANCES BORROWERS WHO ARE ABOUT TO LOSE THEIR HOMES IN 
FORECLOSURES -FORECLOSURES USUALLY GENERATED BY BANKS AND OTHER 
FINANCIAL INSTITUTIONS - ARE ASSISTED BY OUR MEMBERS WHO CREATE 
LOANS WHICH ENABLE THOSE PERSONS TO SAVE THEIR HOMES. OFTEN THE 
INCLUSION OF A BALLOON PAYMENT IS KEY TO THE DEVELOPMENT OF SUCH A 
LOAN THAT ENABLES A PERSON TO SAVE THEIR HOME. PLEASE APPRECIATE 
THAT IN MANY CASES THE BORROWER WANTS NONAMORTTZED PAYMENTS 
BECAUSE THEIR FINANCIAL CRISIS IS SUCH THAT THEY NEED TEMPORARY 
RELIEF FROM HIGH MONTHLY PAYMENTS. 

FIFTHLY, AS A MATTER OF PRINCIPLE MY ASSOCIATION IS AGAINST ALL 
UNFAIR, DECEPTIVE AND EVASIVE BUSINESS PRACTICES BUT WE WOULD HAVE 
TO DISCUSS PRACTICES SPECIHCALLY TO DETERMINE WHETHER OR NOT ONE 
OR ANOTHER WOULD BE CONSIDERED UNFAIR, DECEPTIVE AND EVASIVE AS 
JUDGED BY REASONABLE PEOPLE. 

SDCTH, OUR MEMBERS DO NOT MAKE OPEN END LOANS. THESE, I AM SURE 
THE COMMITTEE KNOWS. HAVE BECOME POPULAR IN THE LAST THREE TO FOUR 
YEARS. 

WE SEE NO REASON WHY FROM THE REGULATORY CONSUMER 
PROTECTION STANDPOINT OPEN END LOANS SHOULD BE TREATED 
DIFFERENTLY FROM ANY OTHER LOANS. 



Digitized by 



Google 



152 



JUDIS REMARKS 6-6^ 

SEVEN, THE QUESTION POSED IN YOUR LETTER OP MARCH IS TO ME 
CX>NCERNING THE RIGHT OF STATES TO SET LIMITS ON INTEREST, FEES AND 
OTHER TERMS OF NON-PURCHASE MONEY MORTGAGES LEADS INTO THE 
SYSTEM OF CALIFORNIA LAWS AND REGULATION THAT I REFERRED TO 
EARLIER. 

FOR NEARLY FOUR DECADES CALIFORNL^ REAL ESTATE LAW HAS TAKEN 
NOTE OF TTIE DIFFERENCE BETWEEN -SOPHISTICATED" AND -UNSOPHISTICATED^ 
BORROWERS AND ESTABLISHED A SYSTEM TO SAFEGUARD THE LESS 
KNOWLEDGEABLE. 

USING A DOLLAR MEASUREMENT, CURRENTLY THIRTY THOUSAND 
DOLIj^RS ON FIRST LIENS AND TWENTY THOUSAND DOLIj^RS ON JUNIOR LIENS, 
CAUFORNL^ REAL ESTATE LAW HAS SET LIMITS ON COMMISSIONS, EXPENSES 
AND TERMS OF SUCH LOANS THAT ARE KNOWN AS -REGULATED^ OR 
-SHELTERED- LOANS. 

FOR EXAMPLE, NO SUCH SHELTERED LOAN WITH A MATURITY DATE OP 
LESS THAN SIX YEARS CAN CARRY A BALLOON PAYMENT. 

ANOTHER LIMIT IS PLACED ON BROKER'S COMMISSIONS SO THAT ON A 
SHELTERED LOAN THE BROKER'S COMMISSION CANNOT EXCEED FIFTEEN 
PERCENT FOR A SIX YEAR LOAN AND NOT MORE THAN TEN PERCENT FOR A 
TWO YEAR LOAN. NOTWITHSTANDING THESE STATUTORY LIMITS, THE FACT IS 
THAT FOR UNREGUIATED LOANS COMPETITION HAS CREATED MORE 
STTUNGENT LIMITS. IN MY OWN COMPANY TODAY, THE AVERAGE COMMISSION 
STRUCTURE FOR UNREGULATED EQUITY LOANS IS APPROXIMATELY 9% AND 
MOST <»' THESE LOANS ARE LONG-TERM FULLY AMORTIZED LOANS. 
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JUDIS REMARKS 7-7-7 

EXPENSES ARE ALSO LIMTIED. AS ECONOMIES HAVE CHANGED OVER THE 
YEARS THE AMOUNT THAT CAN BE CHARGED IN EXPENSES ON A SHELTERED 
LOAN HAS BEEN ADJUSTED TO ITS CURRENT LEVEL OF SEVEN HUNDRED 
DOLLARS. 

IN THE AREA OF PREPAYMENT PENALTIES, OUR SYSTEM PROVIDES A 
LENDER RECEIVE SDC MONTHS OF UNEARNED INTEREST ON EIGHTY PERCENT 
OF THE 

ORIGINAL BAIj^NCE FOR SEVEN YEARS. THIS PROVISION ACCEPTS THE 
MARKETPLACE REALITY THAT AN EARLY PAYMENT PREVENTS A LENDER FROM 
REALIZING THE AGREED UPON RETURN ON HIS OR HER INVESTMENT AND IS 
SANCTIONED BY FANNIE MAE. 

THERE ARE MANY MORE ASPECTS TO THIS ISSUE, MR. CHAIRMAN AND 
MEMBERS OF THE SUB<OMMrnEE, AND I WOULD BE HAPPY TO EXPAND ON MY 
STATEMENTS GIVEN HERE OR TO DISCUSS OTHER FACETS AND RAMIFICATIONS 
OF HJL 3153 ON MY INDUSTRY. 

THANK YOU FOR THE OPPORTUNITY TO APPEAR HERE TODAY. 



#### 
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STATEMENT OF THE 

AMERICAN FINANCIAL SERVICES ASSOCIATION 

BEFORE THE SUBCOMMITTEE ON 

CONSUMER CREDIT AND INSURANCE ON H.R 3153, 

THE HOME EQUITY PROTECTION ACT ' 

MARCH 22, 1994 

The American Financial Services Association appreciates this opportunity to 
express our views on H.R 3153, "The Home Equity Ptt>tection Act ". 

The American Financial Services Association (AFSA) is the trade association 
for a wide variety of non-traditional providers of financial services to consumers and 
small businesses. As adopted by our members, the mission of AFSA "is to assure a 
strong and healthy broad-based consimier lending services industry which is 
committed to (1) providing the public with a quality and cost effective service, 
(2)promoting a financial system that enhances competitiveness and (3) supporting the 
responsible delivery and use of credit and credit related products". 

AFSA's members fit into four basic categories: 

•Diversified Financial Services Companies - Tliese are companies that offer a 
broad range of financial services and products to middle income consumers 
nationwide. Many of these members are affiliated with banks or savings and loans. 

•Automotive Finance Companies - Tliese companies are frequently referred to 
as "captive finance companies". They provide financing for customers that purchaae 
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the maniifacturer's products. In addition, many of the oompaniee or their parents 
have branched out into a range of other financial services, such as credit cards or 
mortgage lending. 

•Consimier Finance Companies •• Tlie core business of this membership 
segment includes: unsecured personal loans, home equity loans, and sales financing 
(for retailers' credit customers). Tliis segment includes companies of all sizes. 

■Credit card issuers - Tliis membership segment offers bank cards, charge 
cards, credit cards or private label cards. AFSA members include some of the largest 
credit card issuers in the U.S. 

Some consimier finance companies are owned by, own, or are affiliated with 
depository institutions, such as savings & loans, consumer banks Qimited-purpose 
banks), or credit card banks. Tliese institutions are fuUy regulated institutions, 
subject to all of the laws and regulations applying to banking institutions, including 
the Community Reinvestment Act and the Home Mortgage Disclosure Act. Tliey are 
regularly examined by state and federal banking authorities. 

In addition, each of these consimier lenders must comply with federal 
regulations relating to consumer credit - the Equal Credit Opportunity Act, the Truth 
in Lending Act, the Real Estate Settlement Procedures Act, the TVuth in Leasing Act, 
the Fair Credit Billing Act, the Fair Credit Reporting Act, and the Federal Trade 
Conmussion's Credit IVactices Rule are among the most important. 

Consumer lenders which are not depository institutions, are generally licensed 
and regulated by the state banking department or the department of corporations in 
every state in which they operate, often separately regulated for each product. They 
are subject to state usury laws governing the interest they can charge on consumer 
loans, as well as state consimier protection laws. . 
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As the above demonstrates, AFSA members are important providers of credit 
to the American consimier. AFSA members are highly innovative and compete at all 
levels in the financial services marisets. As reflected in our mission, our members 
have charged AFSA with promoting a free and open financial services maiicet that 
rewards the highest level of competitiveness. 

SumrnnrY of AFSA's P6gi^Qfi 

AFSA strongly supports the goals of H.R 3153. It should go without saying 
that AFSA members are strongly opposed to any credit practices directed at 
particularly vulnerable consumers which are intended from the outset to deprive 
those consimiers of their homes. It is highly appropriate that Congress move to 
eliminate this type of abuse, no matter how limited the class of lender or consumer. 
These types of practices have a negative impact on legitimate lenders as well as 
consimiers. 

AFSA is not concerned as to the consequences any legislation would 
impose on those who knowingly engage in substandard loan origination practices, but 
we are deeply concerned about government intervention in market pricing 
mechanisms, and therein lies one of our two main areas of reservation about H.R. 
3153 as currently drafted. We have offered some constructive suggestions to help 
meet the subcommittee's laudable goal of taking steps to eliminate predatQiy lending 
practices, but remain focused on specific abuses. 

Our threshold concern is with the pricing triggers and definitional section. The 
trigger provisions of the bill consist of two pricing terms, interest and points. If a 
loan meets either one of those. triggers, it is deemed a "high cost mortgage". This 
results in the prohibition of certain substantive contractual terms in the loan 
agreement as well as the application of complete assignee liability. Tliese prohibited 
contract terms are an important part of how many lenders price their loans and are 
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essential to retaining the ability to offer products to a wide variety of consumers who 
mis^t not otherwise qualify for credit. 

Our second concern is the regulatoiy burden that wiU be imposed on home 
equity lenders in view of remedial measures which were passed during the last 
Congress. The recent extension of the Real Estate Settlement Procedures Act to 
"subordinate" mortgages by the last Congress should ameliorate many of the 
problems which H.R 3153 seeks to resolve. Tlie effect of this major regulatory 
development on the entire second mortgage industry should be examined and its 
impact evaluated before imposing new obligations and restrictions on home equity 
lenders. 

H3.31Mwri 8«w4Mfflrtgag»Aby<es 

Tlie purpose of HJt 3163, as we understand it, as based on hearings before 
3rour subcommittee and in the Senate, is designed to remedy abusive lending practices 
idiere a vulnerable class of consumers who pos ses s e d significant equity in their 
homes were targeted by third parties such as home improvement contractors. Tliese 
individuals induced consumers to enter into disguised loan transactions that resulted 
in the unjustified loss of their residences through foreclosure. At least some of these 
loans were "hidden" in bulk padcages of loans and sold to a limited number of lending 
institutioos. 

Characteristics of the finance contracts for the home repairs apjpear to have 
been high rates of interest, high prepaid finance charges, high prepasonent charges, 
high broker fees, and balloon payments designed to trigger foreclosure. According to 
the victims who publicized their predicaments, only a relatively small amount of the 
proceeds of the loan would go to the borrower. In order for this practke to be 
profitable, customers were either required to pay the inflated or "padded" loans, or 
the homes in question must have had adequate equity cushions enabling them to be 
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sold in foreclosure for a profit 

It was alleged that these mortgages were financed by a so-called mtennediary 
lender and then the mortgages were "assigned," frequently on a "preapprored" basis 
to another lender. 

HtB, 81M'f TtisiffT Mfirhmim 

The so-called "trigger" provisions of the bill consist of two pricing tems, 
interest and points. If a loan meets either one of those triggers, it is deemed a "hi^ 
cost mortgage". Tliis results in the prohibition of certain substantive contractual 
terms in the loan agreement as well as the application of complete assignee liability. 
Tliese prohibited contract terms are an important part of how many lenders price 
their loans. For instance, a loan with a prepayment penalty may carry a lower rate. 
A loan with a balloon feature may carry a higher rate, but ofiier significantly lower 
overall payments; alternatively, a balloon payment loan may be a short term, higher 
rate "bridge loan" that buyers need when they close on a new house before they sell 
their old one. 

The market has done an excellent job of meeting customer needs, devising 
many and varied products that carry a wide range of features and prices. While we 
know it is not the intent of the bill to deter legitimate lending, it is very difficult, if 
not impossible to avoid such a result when directly or indirectly regulating price. TUs 
point is illustrated in the New York State Ranking Commission study on interest rate 
regulation in Appendix C of this statement. The study found that where rates were 
deregulated, the availability and variety of credit products increased significantly 
with major benefits to the consumer. The New York legislature, based on the study, 
and at the behest of Governor Cuomo, eariier this year enacted legislation completely 
deregulating interest rates. 



Digitized by 



Google 



159 



It should be noted that many AFSA members make virtually no loans that 
would be affected by this bill. Many other AFSA companies, such as our credit card 
lenders and automobile finance companies make no such loans at all. It would be 
easy and more pleasant for these companies so situated to support or take no position 
on this bill, especially given the compelling nature of the abuses which spawned it 
Yet virtually all AFSA members join in voicing our concern over this type of 
regulation. 

In this vein, we respectfully recommend that if the subcommittee proceeds 
with legislation, it consider alternatives to the pricing triggers that would focus on 
the specific abuses or provide a more direct mechanism for the elimination of abusive 
mortgages. 

If a trigger is necessary, a better choice would be an underwriting standard 
such as debt to income ratio. Tliis is a vastly superior determinant of a borrower's 
ability to pay and hence retain his or her home- it doesnt help for loan to have a low 
rate if a borrower is not capable of making the payments on the underl3ring 
obligation. We understand that insured institutions have a legitimate problem with 
this tjrpe of standard and an ezemptioa for them is appropriate. 

A still more appropriate approach is to change the focus of the bill from pricing 
to prohibit loans made at the outset with the intent to foreclose, which is the primary 
abuse giving rise to the bilL While RR. 3163 has some language to this effect in new 
Section 129(g), we believe it can be more tightly drafted with regard to the 
characteristics of such loans. This is difficult but not impossible. 

Tlie approach that would provide the best result, in our opinion, would be to 
charge a federal agency with substantial mortgage lending eaqpertise such as the 
Federal Reserve Board or HUD ta engage in formal rulemaking to determine the 
characteristics of this tjrpe of mortgage, to ixdiich the statutory prohibitions and 
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penahiM would Uien apply. The fancy could be aUtiitorily duurfad to cwMJdar a 
wide range of appropriate fiMtora, with the wbole piX)ceao aufajeet to rnngi'eaoiwn! 
ovenii^t. Given the oompleii^ and varied of kndjnfprodncta, thia^rpe of piX)ceao 
would profvide the eiportiae and flexibility neceaaary to avoid p«n^ 
of Mcond mortgage kndinf marketa. 

If the bill ia i^nP^^opriately targeted away from pricing and towaida truly 
abuaive lending practices, Uien it ia highly likely that AFSA would have no problema 
with any of the aubetantive prohibitiona or aiaignee liability. 



If the pricing triggera are retained, Uien we have offered terhniral « 
on the other proviaiona of the bill that are induded later in our testimony. We 
understand that the Chairman is considering diangea to a number of theae 
provisions. As outlined to us, the diangea under consideration are constructive and 
we appreciate your initiative in undertaking the diangea. We have noted theee 
potential diangea where appropriate and made any further suggestions we think are 
usefuL Of particular iniportanoe are your propoeala to delete the provisions repealing 
federal interest rate preemption for non-purdiase money first mortgagee; changing 
the interest rate trigger to TVeasury securities of a comparable maturity; increaaing 
the fees and charges exempted from the points trigger; and limiting the application 
of the bill's provisions to only dosed end second mortgage tranaactiona. 



Not addressed by the Chairman's pro posed diangea to the bill is the i 
ass ign ee liability. FLR. 3153 would impoee complete and substantial assignee 
liability on purchasers of these mortgagee in the secondary market Thia would mean 
that a purchaser of such a mortgage would be liable for fioy defects in the underiying 
mortgage. Current law impoaee liability only for dt fffrtt ftflt «• app awntf fli thf 
face of thd^ ii^^t^mffli^ fwft^w^ffm} Tiisre are conakierable differenoea between 
purchasing mortgages and for example, credit card recetvablea or automobile loana. 
These obligations tend to consist of smaller balance, relatively bomogeneoua loana 
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whose vmilerwriting quality can be verified thrmi^ itotirtical tampliTig. Mortgagee 
tend to be muoh larger in dollar amount with leas commonality of terms and 
underwriting standards. To protect against liability, an assignee would have to 
attempt to verify all compliance matters on almost every loan in this category or a 
seller would have to provide substantial warranties and protections. In either case, 
the costs are essentially prohibitive and a meaningful secondary market in these 
types of legitimate mortgages would disappear. 

New RESPA Reouirements Should be Considered Before 
ImP?^mg 9^ibstantive Requirements 

The extension of the Real Estate Settlement Ph>cedurea Act (RESPA) to all 
subordinate liens (as required by Section d08 of the Housing and Community 
Development Act of 1992, Pub. L. 102-560) makes any additional requirements or 
prohibitions on home equity lenders a redundant regulatory burden. The application 
of RESPA will have a profound effect on the business practices of all home equity 
lenders. Before new regulatory measures and substantive prohibitions are mandated 
on this industry, prudence should dictate that the corrective legislation passed by the 
last Congress be permitted to go into effect, and its effectiveness evaluated.. 

Tlie impact of these changes is so significant that AFSA submits that the 
curroit scrutiny of the second mortgage industry would not now be taking place if 
these RESPA changes had been in place during the past few years. 

In prescribing regulations to implement Section 908, the Department of 
Housing and Urban Development dted House hearings in which it was hifl^ilighted 
that second mortgages were included within RESPA because of "the unfortunate 
potential for fraud and abuse among the elderly and inner-dty homeowners". TTus 
purpose is nearly identical to that dted for H.R. 3153, which is being considered even 
before the new RESPA regulations have had a chance to go into effect 
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RESPA 

#^iarln— H tO tfae 

requirenMOta that wOl apply to 

ieffBdiveQaAi^|iMt9, 1994 are: 





.Qsod^^^^gyBi^ Leodar araat pfofkb food Cuth < 

to all applicanta witfam tfaree buaiiuaa daya i 

Home equity linea of credit wOl not require Ilia food Cuth 

already extanaive early diacloaiirea provided for theae 1 

diarinaure flsnat alao cwntain a alateoiai 

aettlementaarvice, and tfae laodei^arrfatMwAip with that prwridBr,< 

oppniMet, etc. If an appiifat i nn ia l a t e i pe d by a nMctgafe broker wfap im not an 

exdoaive agent of tfae lander, tfae mortgage broker araat provide a food Cu^ 

witfain tfaree buaineae dayi, in addition to tiiat provided by tfae 1 

refinancifig and jqnior lien ei^rtVanenf a Thia farm itwn i ae a eacfa < 
aaaodatedwitfa tfae t rwnaarrtn n in a manner Uiatanabiea tfae biJito wq r ta Iff am i n e the 
true detaila of tfae loan. BtetgagebrokaragefeeanmatbedMcloaedintbeHUDIiann 
and food faith eatimate if tfae broker ia not tfae eiduaive agent of the lander. Thia 
would include any feea paid by tfae lender aa wdl and in %amf«ier pay" tranaactaona. 
Regulation X alao requirea diadoaure of broken* feea in "table-funding* trananctiona. 
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'Loan Sen jciBr Ai a result of 1990 amendments to RBSPA, lenders must^disdose 
at the time of iq;>plication (1) whether the servicing of the loan may be assigned, sold, 
or transferred at any time; and (2) a historical disclosure that indudes the percentage 
of loans they have made in recent years that have experienced service transfers. 
HUD is currently revising Regulation X, and an interim rule continues to apply only 
to first mortgage liens including refinancings. 

■Prohibition fgffjn?^ Kkk backs and Unearned Fees : Under RESPA, no person shall 
give and no person shall accept any fee, kickback, or other thing of value pursuant 
to any agreement or understanding for the referral of a real estate "settlement 
service" in connection with a covered loan. Section 8(b) of RESPA prohibits any 
person from giving or receiving any part of a charge for a real estate "settlement 
service" in connection with a covered loan, except for services actually performed. 
Violations of these provisions can trigger both criminal and civil liability. 



The extension of RESPA to all refinancings and subordinate loans (including 
all those which would be "high cost mortgages" under H.R. 3153) is far finom a trivial, 
legalistic development. These requirements and prohibitions will have a profound 
effect on the second mortgage industry - mostly in wajrs that should benefit the 
consumer. Omsumers will receive even more disclosures, and will likely see some 
cost reductions due to the stringent prohibitions of Section 8. Broker compensation 
is likely to decline to reflect the actual services rendered by the broker. 

As stated by the National (Consumer Law Centear, the new RESPA 
requirements will probably go a long way in curbing the tsrpe of second mortgage 
abuses dted in your hearings: 



"...(M}any of the second mortgage scams involve loan padding,' in which the 
loan includes exorbitant fees for the full array of closing costs • even when 
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unnecessary. Reg X gives a bow in that diiection by gmng HUD the authority 
to investigate high prices to see if they are caused by kidrba<4fs or referral 
fees. While hi^ prices standing alone are not proof of a RESPA violation, if 
these is no reasonable relationship to the market value of the goods or services 
provided, it may be considered that the excess is uneamed^jnd therefore a 
RESPA violation." 
(NCLC Reports. Consumer Credit and Usury Edition, Jan^Feb. 1998) 



Tlie report goes on to say: 

The settlement statement , in fact, helps close one of TlL's [TVuth in T funding 
Act] loop holes. Since TIL does not mandate that consumers be given an 
itemization of the amount financed, acme of the overreaching" As with TVuth 
in Lending, RESPA provides consumers with important information, second 
mortgage lenders were able to conceal exorbitant costs and other fonns of loan 
padding by providing simply a total amount financed. Tliey should no longer 
be able to do that. 

Moreover, the limitation on unearned charges and kicld)acks, which carries the 
possibility of a maximum $10,000 fine as well as the trebleKlamages private 
remedy, gives advocates a handle on at least some of the loan padding 
technique used by these lenders." 
(NCLCReporU. Consumer Credit and Usury Edition, Jan^Feb. 1993) 



In a recent case also reported in the NCLC reports, the court noted the in^Mct 
that RESPA will have on loan practices which have occurred and which have resulted 
in higher costs for consimiers. In this case involving disclosure of brokers fees, Smiyi 
^, Firrt ^''"'ilYr 1993 WL 344913, the court noted that a mortgage broker 
compensation practice being used by the lender would have had to be disclosed under 
RESPA if the new law requiring such disclosure had been in place at the time ci the 
loan in question. 

Although the new HUD rules will not become effective until August 9, 1994, 
many of our members have already made efforts to comply. Implementation ci just 
the RESPA provisions will pose a major compliance burden on all subordinate 
mortgage lenders. Increasing them further through the enactment of Hit 3153 
would pose an extraordinary burden on this one industry. AFSA urges that full 
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comf ideratioii be giv«n to the ccmpliance burden placed on the industry by the new 
RESPA requiremente and that the requirementa of Hit 3153 be weii^ied carefully 
againat the new RESPA regulatioiia. 



Chflrnct^TtiCT rf thft M^dgn Fmmw C^ngflPY 

AFS A ia concerned that there ia not a clear understanding of the structure of 
the modem finance industry and how it operates, especially vis a via insured 
depository institutions. The finance industry haa many iinique characteristics which 
AFSA believes that the Subcommittee should consider if it moves forward with Hit 
3153. While AFSA represents primarily the consumer finance industry, it is 
necessary to look at the finance industry as a whole. 

Tlie modern finance industry consists of a varied group of financial institutions. 
Ownership it especially diverse, induding: industrial and other nonfinandal 
companies, banks, non bank financial companies as well as independent finance 
companies. Many companies engage in both commercial and consumer finance. In 
1990 the omibined aasets of the twenty largest firms totaled $426 billion or 82 
percent of the industry's overall aasets. Of the top twenty companies, twelve do both 
^yiiffyiTifMMW( *]ni end ffon y^^^**^ finance. 

In virtually all cases, finance companies carry significantly heavier capital 
burdena and do not have deposit insurance . In 1990, capital ratios for the top 20 
companies ranged firom a low of 8.4 percent to a hi^ of 27.7 percent. Seventeen of 
the companies had capital in excess of the hi^^iest recent capital level for an insured 
institution of comparable size, which is 12. 3 percent. Capitalization for finance 
companies it at least partially dependent upon asset quality and size. 

Finance companies traditionally concentrate on loans secured by tangible 
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aaseU and hMV the grectest soooeM m nidie mariBete wImto thaj ars fwQ 
aatabliahad and have apedaliaed a^MrCiae, wfaathar it ia in finrnmaiTJ a l aircraft 
leaaing or aeoood mortgage kndtng to oonaumera who would not meat inaiirad 
inatitutlon tmdai'wi'iliug standarda. 

Thia is wiiy finance companiea are generally not in head to head competition 
with banka, but inatead compete by o£fering aervioea that subetitute for bank credit 
in mariBOta not served by banks. Banks do not serve these mariaeta not becanae they 
are somehow evil or uncaring but becauae they are federally insured inatitutiona with 
a regulatory environment that triea to protect the depoait insurance ftmda by tightly 
controlling riaks, and hence controlling typea of lending. 

Thia is as true for an activity such as equipment leaaing aa it is for second 
mortgage loans to individuals. These specialized niche mariBSta place a premium or 
specialized information and practical experience which place new lenders at a 
diaadvantage short of acquiring a finance company engaged in a particular nidie. For 
an insured institution it is particulariy difficult to overcome thii lade of knowledge 
and experience. Federal bank examiners will not tolerate the rate of l o s s e s and 
attendant demands on capital that it firequently takes to enter one of these nidie 
markets. Additionally, once in the maricet, lenders are still exposed to higher risks 
than regulators of insured depository institutions would deem prudent, especially in 
lifl^t of Congressional pressures in recent years. 

While banks have a significant cost of funds advantage, finance companiea are 
able to charge overall higher interest rates which reflect the greater risks in their 
mflliwtt Overall, finance companies earn hifl^er returns than banks, but not by a 
htige amount. In order to fund themselves competitively in the commercial paper 
market, these are the rates of returns that are required. 
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Siwdfifr CfflHTnCTitff m HtR 3158 

AFSA is pleased that the Chaizman has agreed to oonaider several major 
substantive changes to H.R.315d. We understand that the dianges being considered 
are to: 

Limit the application of the bill's provisions to closed-end credit transactions 
only. 

Delete that portion of the bill which repeals Federal interest rate pre-emption 
for non-purchase money first mortgages. 

Tie the "trigger" for defining a mortgage as a "high-cost mortgage" to Treasury 
securities of comparable maturity to the loan involved, rather than a one-year 
Treasury security. 

For "high-cost mortgages, allow balloon mortgages for terms of six years or 
more, and allow refinancings with the original lender when the APR for the 
new loan is lower than for the original loan. 

In determining fees and charges subject to the 8% points and fees trigger, 
mortgage broker fees would be included, but fees for credit insurance and other 
items exempted under the Federal Reserve Regulation Z would not. The 
Federal Reserve would have discretion, where necessary, to include certain 
items as subject to the 8% trigger. 

Exempt reverse mortgages from coverage by the bill, provided certain 
disclosures were made. 



14 



Digitized by 



Google 



168 



Despite our diMgreement with the ftmdamental premiee ci Hit 3153 (xmng 
pricing to trigger eubetanti've prohibitioiij in private oontmctf ), all ci the above 
diangea represent significant progress in correcting some ci the proUema with the 
bill as introduced. We welcome these diangea, jret remain concerned with aeveral 
aspects of the legislation, lliese concerns are: 



H.R. 3153 contains a number of substantive prohibitions - moat of them in 
areas which have traditionally been the province of state legidatures or regulators. 
I¥epayment penalties, rebate computations, and refinancing costs are all price-related 
areas that have been considered by most states within the context otihmr consumer 
regulatory structures. 

I¥epa3nnent penalties are not inherently abusive; to the contrary, they 
compensate the lender for costs incurred in originating the loan. Lenders do not 
make a profit on loans during the first year, based on the reality of proper 
accounting. The lender has fixed costs assodated with every tranaaction, whether or 
not it ultimately goes to dosing. The earned interest in approximately the first year 
does not equal those costs, induding the accounting practice of booking the entire 
loan loss reserve at the time you put the loan on the books. Each lender identifies 
a percentage which represents its average loss for loans with similar risk 
characteristics, and charges itself that full amount when the transaction is booked. 

Lenders often protect against operating losses due to refinancings and 
prepayments by induding a reasonable prepasnnent penalty for usually just the first 
year or two. High rate loans are high risk loans. The rate charged to the consumer 
reflects the risk, so the loss reserve is greater. Therefore, to reflect these economic 
realities, AFSA would recommend eliminating the prepayment prohibition or, at the 
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r&ry least, allow prapayment panaHiaa durinf the fint 18 moatha ci tha loan. 

Rabata oomimtatioiia are alao a traditional area ci atate purview. By 
reatrictinff rebates to the actuarial method uaing simple intereat, H.R. 3153 would 
effectiv<dy outlaw the Rule <tf 78's on so-called high cost mortgagee. Thiaiaanarea 
m which the last Congress legislated by raadiing a co m promiae in banning the Rule 
of 78'sfiorloanawithmaturitieaofover61montha. (Section 933 <tf the Houaing and 
Community Development Act of 1992). AFSAbelievea that the impact of compromiae 
reached in the last Congress should be obeerved before implementing ftirther 
restrictiflas. 

In the event that the current approach ia retained, the statement in new 
Section 129(cXl) that a consumer it entitled to a rebate, it overbroad. When read 
literally, the aection requirea a rebate to the oonaumer in all drcumatanoea, even 
where, for example, simple interest it already provided for in the contract We 
recommend deletion of the language "the ccmsumer is entitled...", and specify merely 
that any rebate (if apidicable) be calculated in a manner no more ooatly than that 
provided under the aimple interest method. 



Bflltow P^YBWntl 

The prohibition of balloon paymenta repreaenta one of the more bafiOing 
limitationa on a home equity b o rr o w e r's options. AFSA believes that balloon 
paymenta are a perfectly legitimate financing option, and are in fact utilized in many 
mortgage producta sponsored by governmental sponsored agendea such aa Fannie 
Mae and FVeddie Mac. Even the diange mentioned above to allow balloon paymenta 
on loans with terms oi six srears or more will impair a conaumer's ability to utilise a 
very appropriate financing mechaniam ^Hien uaed under the right drcumatancea. 
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Our members have brouj^ to our attention several situataoiis in which 
they have incorporated balloon payment features in their loans to the true benefit of 
the b or r o w e rs who utilized them. While not all of the following situations would 
necessarily be covered by the legislation, each illustrates (as does the example in the 
enclosed WftThiTlgt <)n Post article) that balloon payments can be suooessfully 
employed by knowledgeable borrowers. Tlie following are a few of the situationB 
which have been reported by our members: 

•A building contractor had a piece of land that he wanted to offer as security. 
While he planned to build on it in the next few years, he needed some cash 
flow to take care of some immediate expenses. His credit and income were 
excellent. Other than the property he would have qualified for a loan with a 
bank very easily. Tlie lender extended him a loan for period of two yean with 
a balloon payment. 

•A married couple owned a restaurant which was free and clear of any liens 
and also happened to be vacant. They wanted a loan so they could make 
improvements to the restaurant and then list it for sale. Again, except for the 
property, these people would have been very qualified to deal with a bank. 
Tlie lender made them a loan for a period of five years with a balloon payment. 

*A former borrower went to the lender because she needed a loan quickly, 
which she thought would be possible because the lender already had all of her 
records. She was selling her home but had a judgment still owing on it for 
approximately $27,000. Tlie holder of the judgment had offered her some 
months before to reduce the figure to $20,000 if she could pay him by a certain 
date. She discovered that her escrow would close beyond that time and thus 
sought a loan. Tlie lender was able to get the loan completed and funds to the 
holder of the judgment by the date agreed upon. While the loan was written 
for a period of six months, the lender was paid off twenty one days later when 
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her escrow doeed. The borrower would have qualified for a bank loan, but 
choee the finance company because of her time oonstrainta. The b o r ro w e r's 
savings in this instanfis far exeeeded the costs of the loan. 

•A retired couple, living on a fixed income, had over-extended themselves with 
credit card and department store debt While they had kept their credit in 
good standing they found that they could not qualify fbr a loan with a bank 
because of their income to debt ratio. Tlieir home had moro than enou|^ 
equity to borrow against, and they planned to sell it but needed time to do so. 
Tlie lender was able to make a loan to them to clear up all of their debts and 
give them additicmal time until their home was sold. Tlie loan was written for 
a two 3rear period with a balloon payment. 

Each of these borrowers wero looking for different things, jret each was 
interested in obtaining quick convenient service and a loan that offered a low monthly 
payment. Tlie balloon payment was a crucial featuro to the success of each of these 
loans. Throufl^ the cautious use of the balloon payment, these b or rowers wero able 
to save something that was impwtant to them-whether it was money, their 
investments, or their credit standing. Obviously, in each of these cases, the lender 
was interested in the borrower's ability to make the balloon payment ^Hien it became 
due. Tlie wise and considered use of a balloon payment featuro in acme situations 
can make the difference in the lives of some consumen-its ban is thoroughly 
unjustified. 

AFSA urges reconsideration of the bill's ban on balloon pasnnents. This loan 
featuro is not inherontly abusive. We do acknowledge however that the balloon 
payment featuro is not an a p p ro pr i ate option for all b or r o wero. Tlie borrower should 
be thoroufl^y awaro of this terms if it is part ci the loan agreement. Any substantive 
provisions aimed at balloon pasnnent features should be targeted at abuses, 
particularly those which aro direct causative facton in foreclosures on borrow ero ' 
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homM. A di«clo0iir« approach is certainly more appropriate to 
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Other CwwCTM 

Uaeofthetawn'ltiyhcortmQrtgaTO* and required wanim^ 

we andentand that the sponaon of H.R. 3153 may wiah to stigmatize a class of loans 
which possess certain pricing features, we believe that the use of the term "high cost 
mortgage" is unnecessarily pejorative in nature. SucL a characterization obviously 
will have a stifling effect on the development and marketing of new loan products as 
lenders look for wasrs to avoid having their loans characterized as being "high cost" 
by the federal government. 

The requirement to provide a statement: "Under Federal law, this is a high 
cost mortgage. You may be able to obtain a less expensive loan" is deariy an effort 
to stigmatize these loans right out of the maricet. We urge that the use of a pejorative 
term for these mortgages and the requirement for the warning statement be 
eliminated finom this legislation. Consumers should be permitted to make their own 
determinations on the a p pr o pr i ate price to pay for loan products. In those cases 
where the market has faltered, the states have done an excellent job at deciding the 
appropriate limit on rates and fees that may be charged to consumers. 

Required verification of consumer's income (New Section 129(a)(3)) ■ The bill requires 
that the creditor disclose the consumer's gress monthly cash tDcome, as verified by 
the creditor . TTiis requirement imposes an unduly burdensome requirsment on 
lenders, and is unnecessary to effectuate the intent of the legislation. 

Lenders should be able to set their own lending criteria and underwriting 
standards. Mandating that the creditor verier that the consumer is telling the truth 
when providing an income statement may provide the basis for better lending 
dedsions, but is an otherwise deleterious intrusion into the relationship between the 
borrower and the lender. Additionally, the burden of identifying all sources of inonne 
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to the consumer, inchidiTig salary, tips, interest from deposits and other mvestmeots, 
would be excessive. Lenders should be permitted to ezerdse their own judgment in 
making loan decisions based on the borrower's overall credit history and the size of 
the loan. We urge that this requirement be eliminated. 

Civil liabil ^- P^mflgW (S4) - In accordance with the rest of the Truth in Lending 
Act, we urge that the civil liability damages section of the bill include an exception 
for non-material violations. 

Effective Date: The bill's e£fective date should be consistent with the Truth in 
Lending Act's requirement that requires that new regulations have an efitective date 
of October 1 which foUows by at least six months the date of promulgation. 



Cpadwiffl 

The closed-end second mortgage industry is far from an under-regulated 
business. Numerous federal and state laws and regulations exist to protect 
consumers and to rein in unscrupulous lenders. 

With the pending application of RESPA to the second mortgage industry, AFS A 
feels that the abuses which prompted this legislation would have been far less likely 
to occur. 

We urge the Subcommittee to narrow the focus of the bill and will make every 
effort to cooperate in achieving the best result. We have made a number of 
constructive recommendations to focus the bill on particular areas of concern for 
consumers, and we hope to work with the Subcommittee to achieve its goals. 
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Th« Bajor findings of this study ^rmrrn ths follovingi 

1) Znt«r«st rat«s charged by financial institutions on »ost 

typss of eonsuBsr loans inoraasad bat%rsan 19t7 and 1990 and hava 

daelinad sinea than. 

a) Cradit unions chargad lovar ratas, on avaraga, on »ost 

typas of leans than did othar typas of financial institutions, 

vhila licansad landars and ratail storas chargad tha highast ratas. 

3) Proa I9t7 to 1992, thara has baan a vida ranga of ratas 
availabla for avary typa of loan in avary major Bstropolitan araa 
in Hmv York Stata, tharaby providing consxiaars with altamativa 
choicas iihieh thay can taka advantage of by shaping for credit. 

4) Many institutiona incraaaed the availability of credit 
to consunara aiDce..ae47 by introducing new typea of conausar loan 
products, particularly hoae equity lines and credit cards, 
increasing credit lines, extending loan rapayaent periods and 
reducing dovn payment requirements for various types of loana. 

5) znterest ratas en credit cards declined much leaa, on 
average, in recent years than rates on most other types of consumer 
loanm. However, these rates represent unveighted averages of the 
rates for aU responding banks. They therefore do not adequately 
reflect the effects of the substantial rate reductions in 1993 by 
these banks with the largest number of credit cards and the largest 
dollar volume of credit card balances outatanding. 

«) The credit card market has been characterised by 



Digitized by 



Google 



184 



• 
iiit«fiaifi«d ooaptttitien in r^cMit y«ars as nonbuik •atitias (cs, 
fm, Ford, AT&T, ABMrican Express sad GTI) hsvs bsgun of fsring 
ersdit csrds st rstss vsll bsXov thoss chsrgsd by tlis Isrgs bank 
issusrs* 

7) Crsdit osrd profitsbility nstionvlds hss dsellnsd in 
rsesnt yssrs slthough it is still auch highsr than tha 
profitability on banka* total assats. 

•) Thara ara only four inatitutiona that of far eradit cards 
issuad froB Nav York Stata vithout a graca pariod, all of vhieh 
charga a lowar rata, or no annual faa, on tha no-graca-pariod earda 
than on thair graca pariod carda. Eight othar institutions charga 
lata payaant faaa on eradit carda iaauad froa Maw York without a 
10-day graca pariod aftar tha dua data. 

Tha datailad f indinga of tha aurvay ara aat forth in Saetion 
ZZ2 of this Raport. 



Thia survay indicataa that intaraat rataa on aoat typaa of 
conauaar loana hava daelinad aignificantly ovar tha laat aavaral 
yaara and tha largaat bank iaauara of eradit earda hava raduead 
ratas for aany of thair eustoaara during 1992. Noraovar, intaraat 
rataa on all typas of eonsuaar loana, including eradit earda, vary 
aubatantially aaong diffarant institutions in tha aaaa aarkat araa. 
consuaara ara tharafora abla to chooaa aaong a wida raaga of rataa 
for avary typa of loan in avary aajor aatropolitaa araa in Maw York 
Stata. 
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• 
Zn addition, thm er«dit card Mrleat has h—n eharmetarisad by 
intansifiod eoapatition aa nonbank antitias liava bagun effaring 
cradit cards in racant yaara at ratas wall balow thosa ohargad by 
tha larga bank iasuara. For axanpla, tha rata on Ganaral 
Blaetrio'a eradit oard is 14 .ft for tha aoat eraditworth/ ouatonara 
and lt.4% for othars; Ganaral Motors l«.4% for all eardholdara; 
Ford Motor IS .4% and It .4% dapanding upon tha asount ehargad on tha 
card; AT&T 14.9% for ehartar nanbara and 19.9% for othara; 
Aaarican Sscprass has thraa ratas — 12%, 14.2S% and It. 35% — 
dapanding upon tha eardholdar'a paynant history, asount obargad on 
tha card and vhathar thay ara nav or pravious eardholdara; GTB with 
a 6% intradttctory rata aasuning tha prisa rata raaains at 6%, which 
will Changs to prisa plus 10. 4% on May 1, 1993; and tha AFL*CZ0 
card for union maalMrs at 11%. 

Thaaa davalopnants, togathar with tha aharp daclinas in banka' 
coat of funds and ooncams about poaaibla ispoaition of 
Congrassional liaitations on credit card ratas, hava brought about 
substantial raduetions during 1993 in ratas ehargad by banka for 
many of thair eusto»ars. Thus, citibank's ratas for eardholdara 
with good payaant historias and larga eradit eard balancaa ara 
currently 13.4% to IS.4% while Chaaa Nanhattan'a ratas for such 
cardholders range froM 13.4% to 14.4%. Chaaical's fixed rata basic 
eard has been reduced froa 19.5% to 17.8% and its praaius card 
ratea are currently 15.0% and 16. t%; Fleet Bank'a rate is 11.9% 
until January 31, 1993 and will be priae plus t.4% thereafter; Bank 
of Mew York 'a rate is 11 « 9% without a grace period and 15.9% to 
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7 

1€.M% vith • «r«o« period. 

Hhiltt those erodit card intorost ratoo mrm highor than ratos 
OB othor typos of consmor loans, this roflocts tho facts that 
erodlt card oxtonsions aro unsocurod; thoro aro nosoroiis 
transactions of rolativaly ssall alio rosuXting in high handling 
and procossing costs par dollar of loan; crodit and fraud loosos 
aro highor than for othar loans; and banlcs oam no intarost on tho 
28-30% of all cardholdara who pay off thair halaneas in fall during 
tho graco poriod. 

A najor criticisn of hanks has boon that thoir erodit card 
ratos hava not boon sonsitivo to tho sharp doelinas in hanks* coot 
of funds ovor tho paat savaral yaars. In evaluating this charge, 
it Bust be noted that funding costs are less than half of the total 
costs involved in credit card operations. A recent ostinate of a 
representative crosa-section of Visa and MasterCard iasuera 
indicated that, in Iffl, cost of funds represented 44% of total 
coats; credit losaea, 29%; and operating expenses, 3«%. On the 
earnings aide, about 76% cane fron interest incoae, 7% froa annual 
fees, 3% fron penalty fees and 13% fron other ineone.* Another 
survey by the Federal Reserve of a aanple of snall« and nediua- 
site banks indicated that cost of funds was 27% of total costs in 
199.1; credit losses, 1S%; and operating expenses, S7%.* That aurvey 
also indicated that the cost of funda for instalnent loana vaa 60% 



Theae data are froa rhm wiiaon R^aorfc. aa referenced in 
the 9mamTM\ n^«arv Buii#tin, SepteBbor 1992. 

Federal Reaerve Banks, 'Functional Cost Analyaiss 1991 
National Average Report." 
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• 
of total costs; for rosl oststo sortgsgs loans, 79%; for ooassroisl 
snd othsr loans, «•%; and that ersdit lossas for thasa thraa typas 
of loans rangad froM 4% to 9% of total coata. 

Thua, coat of funda ia a much aaallar proportion of total 
coatto, and eradit loaaas a such highar parcantaga, for eradit cards 
than for othar typaa of loana. Thara hava alao baan aignif leant 
Incraasas in eradit card loasaa in racant yaars. 

From a profitability standpoint « not aamings bafora taxas for 
tha Visa and NaatarCard iaauara in 1991 vaa 3.4% of outatanding 
balancaa and 2.6% of outstanding balancaa for tha aaall- and 
aadiuB-sisa banka. Thasa nat aaminga ratioa hava fallan in racant 
yaars although thay ara still much highar than thoaa on total bank 
assats. In light of tha rata cuta by aajor eradit card issuara 
within tha past yaar and tha ineraaaing eradit lossas, togathar 
with tha entry of nonbank antitiaa into tha eradit card aarkat, it 
ia vary likely that tha profitability of banka* eradit card 
operations will decline further in 1993 and 1993.* 

fgiter iwltMtiMt 

In conaidaring vhether to reiapoae rata ceilings, it is 
essential to examine past experience with such ceilings and the 
iaplicationa of doing so. A study by the Banking Departaant in 
197C on mortgage lending concluded that interest rate oeilinga 
liait the availability of credit, oauae banka ta impose more 



Citicorp recently projected that revenues from credit 
earda would fall by $190 million in 1993 becauaa of lower 
card ratea* 
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f 
sttingent credit standards and rasult in nors rastrietiva tarms.' 
Studias daaling with tha axparianca of othar statas eonf inad tha 
advarsa af facts of usury cailinga.* 

Rainpoaing rata callings on cradit cards or othar typaa of 
conauBar loi^... can ba axpactad to laad to aimilar raaulta. Thoaa 
parsons who ara not daanad tha bast risks will find that thay ara 
aithar unabla to obtain cradit or viXl hava thair borrowing Units 
cut back. This, in turn, could hava sarious af facta on ratail 
storas throughout tha Stats who dapsnd upon cradit card usars for 
such of thair salas. Callings on cradit card intaraat rataa could 
also laad issuars to raduca or alininata graoa pariods, raquira 
highar mlninua nonthly payaants, raisa varioua fass and could hava 
aarioua af facta on tha aarkat for cradit card racaivablaa. 

Noraovar, rata callings on cradit card loans in Haw York Stata 
could advaraaly af fact aaployaant in tha Stata vhila providing no 
rata protaction for Nav York cardholdara. Aa a rasult of tha 
Unitad statas Supraaa Court daciaion in tha Mmrguatitia oaaa* and 



' Tha imaaet of Nav York's Uaurv Ceiling on Local Mortoaaa 
T^ndifM^ Acfclvi^v. Ernest Kohn, Canan J, Carlo and 
Barnard Xaya, Nav York State Banking Dapartnant, January 
lf7S. 

* Arthur Rolnick, Stanley Grahaa and David Oahl, 
"Ninnasota's Usury Lav: An Evaluation", Fadaral Reserve 
Bank of Ninnaapolis, Wintih Piafriet Ouag^erlv. April 
197S; Noman Bovshar, "Usury Lavs: Harmful Whan 
Effective", Federal Reaerva Bank of St. Louia, RfviaVi 
Kuepimt. ia74 ? Philip Robina, "The Effects of Stata Uaury 
ceilinga on Single Faaily Homebuilding", jQUTOSl Qt 
Finance . March 1974; Maurice Goudzvaard, "Price Ceilings 
and Cradit Rationing", Jnurnai of Finance. March 196S. 

• ^ayqtiafe^^a Mat^lonal Bank v, Firat. of Omaha SarvlCS CorP. . 
439 U.S. 299 (197S). 
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xo 
pasM^ by Con^TMS in 19t0 of tte Depository Xiuititutions 
Oorogulation and Konotary Control Act, national and stata-cliarterad 
banks ars allovsd to charge vhatsvsr rates are penissible in the 
states vhere their credit card operations are domiciled. Zn 
addition, the 1993 fe nral Circuit Court decision in the Greenwoo d 
Tmet Coepany case and tvo other District Court decisions held that 
banks aay also charge customers in other states whatever late 
payment and overliait fees are pemissible in the states vhere 
their credit card operations are located.'* 

Thus, Nev Yorkers would not be protected by interest rate 
ceilings or fee lisitations loosed by the Nev York Legislature if 
credit cards are issued from outside of Nev York State to Nev York 
residents. A number of large card-issuing banks, including three 
of the four largest card-issuing banks in Nev York (Citibank, Chase 
Nanhattan and Bank of Nev York), have already moved their credit 
card operations out-of-state. Since 19t0, thousands of jobs have 
been gained by South Dakota, Delaware, Maryland and Nevada as 
employment, income and tax revenue have been lost to Nev York. 

A reimposition of rate ceilings vould create a strong 
incentive for other banks to move their credit card operations out- 
of-state. At present, more than 3,000 persons are employed in 
credit card operations within New York state by Chemical Bank, 
Karine Midland Bank, National Westminster USA, Key Bank, Fleet Bank 



Grggnveed Tmiat Company v. Commonwealth of Massachusetts. 
971 F.2d tit (1st Cir. 1992); Hill •fc m1- v. ghamieal 
BAnk, 1993 Westlav 195137 (0. Minn.); v^i^on at a1. v. 
Citibank fDelavare\ M,A. . 794 F. Supp. 3X2 (O.Hinn. 
1992) • 
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u 
othMrs. Tte •oonoBie iaportanos of tlMM )oto is wnaWad fey 
tiM •»atlpli«r« ttf f^et Of tiM iiiooM thsy pnvite ^hiA U ipmt, 
tli«r«by crMtiag additional jobs and inooM in Mv Tock. 

TO «aaaria#, fron thm standpoint of oonooMn, darofnlation 
ban broadanod tha availability ^f erodit, ineroanod nailia oradit 
linoa and roonltad in a vidar ranga of ponwiar loan pmdneto boinf 
offorod. Satail atoraa vhicb dapand baavily on erodit card saloo 
havo bonofitod. Aa a roault of tboir oamingo on c o n a yar loans, 
banks havo boon ablo to iaprova profitability and tboroby balp 
rabuild tboir capital strangtb so tbat fron a "safo^ and 
soundnoss" standpoint, dorogulation baa bad a banaf icial inf Inonoa. 
Finally, tbo roinpoaition of ceilings en credit card interest rates 
vottld lead to a furtber exporting of jobs to otber states vbilo 
providing no rate protection for New York cardbolders. 

Taking all of tbeso factors into consideration, tbo 
rei^position of rate ceilings is unnecessary and voold be 
counterproductive. Tbo best %ray to protect tbo interests of 
censuners and workers in Hev York State is by providing inf emation 
en tbe basis of vbicb they can sake infomed choices on credit. 
The Banking Departaent has for nany years disseainated infomation 
on rates and tarns of nany types of consuaor loans, including 
credit cards, in its periodic publication "Consuner Guide to Bank 
Services". These Ouides are sent to all state legislators for 
distribution to their constituents, to hundreds of libraries all 
over Nev York state and to the Hew York city Borough Presidents* 
offices for distribution to local Cenninity Boards. The 
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diss«Biiiation oC this inforaatien •nabl^s eonsiuMrs to ongago in 
coaparison shopping for crodit which holps nako eoapotition aoro 
•ffoetivo. 

ConsuBor infonation is also Bandatad by Nov York Stata and 
fadaral lav and rogulationa vhieh ragui .^ diaclesura of ratas, faas 
and othar tarms of conausar loans prior to any transactions sada 
by tha custoaar. Moraovar« in tha avant of any solicitation of or 
application for cradit cards or charga cards, fadaral lav and 
J^agulation t, vhich praaapt stata lav, raguira disclosura of ratas, 
faas and othar taras for auch cards. 
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ORAL TESTIMONY OF NANCY S. DONOVAN 
BEFORE THE SUBCOMMITTE ON CONSUMER CREDIT AND INSURANCE 

ON BEHALF OF 

THE AMERICAN FINANCIAL SERVICES ASSOCIATION 

MARCH 22, 1994 



Mr. Chairman, members of the Subcommittee, my name is Nancy 
Donovan and I am President of NOVUS Financial, A Dean Witter 
Company, located in Riverwoods, Illinois. I am presenting this 
testimony on behalf of the American Financial Services 
Association (AFSA) in my capacity as Chairman of the Board. 

AFSA greatly appreciates the opportunity to present its 
views concerning H.R. 3153, "The Home Equity Protection Act". 
H.R. 3153 raises important economic and policy issues and we hope 
that our testimony assists you in balancing the merits on each 
side. 

Let me begin by commending your willingness to make changes 
to this legislation. The modifications you have already proposed 
appear to address many industry concerns. I am confident that a 
bill can be crafted that will protect consumer credit 
availability. We look forward to working with you on this 
legislation. 

The purpose of the bill, as we understand it, is to remedy 
unjustified foreclosures of second mortgages resulting from 
abusive lending practices. As described in hearings held in this 
Subcommittee, and in the Senate, abuses occurred where 
vulnerable consumers with significant equity in their homes were 
targeted by home improvement contractors and other third parties. 

These practices harm not just consumers, but legitimate, 
mainstream lenders. AFSA members have a strong interest in the 
elimination of such abuses. We want to assist you in doing so. 

Mr. Chairman, let me also mention that my company makes nQ 
loans that would be affected by this bill. This is true of many 
other AFSA member companies. Yet we are concerned about the 
approach the bill takes, because we think it could inadvertently 
curtail some legitimate loans that consumers need to improve 
their homes, finance educational expenses or for a host of other 
purposes. Even with the enactment of this legrslation, abusive 
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lenders could avoid regulation. The principal problem is with 
the bill's definition of "high cost mortgages." 

The definition focuses on two components of a second 
tnortgage : interest and points in excess of a stated celling. A 
loan which meets either orie of those triggers cannot also have 
certain loan terms (such as a balloon payment feature/ t and 
cannot be transferred unless the assignee remains liable under 
the loan. While, technically, this does not forbid the making of 
such loans, its practical effect is to prohibit them, because the 
forbidden terms are often essential ones if the loan is to be 
economically viable or if the lender is to be able to securitize 
it. Put another way, a loan that is not permitted to contain 
these terms is a loan that may not be made. 

Our concern is simply this: a loan c&m^ot be said to be too 
costly merely because it contains a single feature that appears 
to be high. In some cases such a loan may be suitable and 
affordable for a particular customer, and represent default or 
foreclosure risk though it contained one or more of the loan 
terms that would be prohibited under the proposed definition. 

Regulating --or prohibiting -- loans that contain 
unacceptable interest rates or points w;L:^^l pot daiigr abuBJve 
lenders . Such parties can avoid coverage by simply pricing their 
loans below the "trigger'* ratei. They would escape regulation as 
"high cost" lenders, but could continue to prey on consumers by 
making loans that are unsuitable or unaffordable for a particular 
customer, or that contain terms that, in combination, are 
unfavorable. And they could continue to use abusive collection 
and foreclosure tactics. 

The terms that could not be included in "high cost 
mortgages" are important components in the pricing of many loans 
and may be beneficial for consumers. For instance, a balloon 
payment feature may make the loan more affordable, because 
periodic payments will be lower Balloon payments may also be 
found in short term, higher rate, "bridge loans" that buyers need 
when they close on a new house before they sell their old one. 

The market must continue to be aLble to meet customer needs 
by devising many and varied products that carry a wide range of 
features and prices, while we know it is not the intent of the 
bill to deter legitimate lending, it is very difficult to, if not 
impossible to avoid such a result when directly or indirectly 
regulating the price of loan products. This conclusion was 
convincingly described in a recent study by the Kev York State 
Banking Commission (attached to our written statement) . It found 
that where rates are deregulated, the availability and variety of 
credit products increase significantly with major benefits to the 
consumer. The New York legislature, based on the study, and the 
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behest o£ Governor Cuomo, earlier this year enacted legislation 
which siibstantially deregulated interest rates. 

Mr. Chairman, mortgage lending abuses cannot be addressed by 
focusing on isolated loan terms or by trying to restrict loans 
that someone thinks are too costly. Addressing abuses will be 
unsuccessful without taking into account all of the elements that 
might provide an opportunity for consumer exploitation. Such 
factors as the consumer's understanding of the costs and the 
consequences of nonpayment, the ability of the consumer to afford 
loan payments when added to other obllgati->ns, and the lender's 
collection and foreclosure practices, must ^^Iso be considered. 
We urge the Subcommittee to consider the alternative 
recommendations that are made in our %n:itten statement. 

Finally, as the Subcommittee explores ways to address 
mortgage lending abuses, we urge a careful consideration of the 
impact of the application of the Real Estate Settlement 
Procedures Act (RESPA) . RESPA was applied to second mortgages for 
the first time at the end of last Congress, and its implementing 
rules will take effect in August. 

RESPA will eliminate most of the abuses that concern the 
Subcommittee. Indeed, in issuing its regulation, HUD stated that 
it targeted abuses disclosed in Congressional hearings. For 
example, RESPA will address the profit motive of abusive lending 
loans by requiring disclosure of fees and by prohibiting unearned 
fees and prohibiting unearned fees and kickbacks. RESPA' s good 
faith settlement cost estimates provided at the time the loan is 
applied for will allow consumers to appreciate the true cost of a 
loan before they sign on the dotted line. We believe that any 
legislation should take the Impact of these new requirements into 
account . 

AFSA appreciates the opportunity to present its views and 
hopes that our testimony assists the Subcommittee in its 
deliberations. 
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PROBLBI 

Kany people living on fixed incomes in Michigan and the rest of the 
country are facing a crisis. For many the cost of medical care 
housing, and basic sustenance ia bo high that they have to supplement 
their incomee with detot in order to survive. In Southeastern Michigan 
we are seeing many Ion? income families. »enior citizens, and disabled 
people who live on fixed incomes being prtyed upon by unscrupulous 
mortgage companies with a practice icnown ae reverse red -lining. Theee 
rijnns often target lower income familien claiming to be able to assiBt 
them in paying for medical care, home repairs, and property taxee. rhe 
results, however, can lead to the misery and impoverishment of thiG 
population Many of thefle homeowners are suffering great hardships 
because of the financial ** solution" offered by mortgage companies. 
Some people are actually being forced out of their bomea. 

BAClCOROiniD 

People living on fixed incomes are susceptible to abuse by mortgage 
companies because they have seen their expenses for vital items 
increase at a rate greater than their incomee Social security has 
increased at an average rate of 3.5% a year over the last four years. 
Medical costs have increased by 15% to 50% in the same period. Senior 
citizens alone account for 40% of all hospital stays and have many 
needs not met by any insurance company including expensive special 
diets, devices to assist in mobility and many necessary health items. 

When these fixed income individuals are homeowners^ the burden is 
greater because of the need to make repairs on their home If a roof 
is leaking or a furnace breaks it has to be fixed Additional repairs 
or remodeling must be completed to accommodate a sick spotjse or 
physical limitations of the homeowner. Increasing health prdblems can 
create home accessibility needs. Lowering bathroom fixtures and 
cupboards and building ramps and railing is a very expensive 
undertaking, though lees so than hospitalization. An additional 
prot)lem is the increase in property taxes over the last several years 
as localities and school districts continue to face budget inibalances, 
aome due to cuts in Federal funds. 

Lower income families have less and less disposable income and are 
being forced to make difficult choices. They must often choose between 
paying their medical bills or buying food, paying for a special need 
for themselves or an ailing spouse or paying for a necessary home 
repair paying for home repairs or paying their property taxes. Like 
most of us they choose to pay for their most immediate baeic need and 
many important bills, including their property taxes, are unpaid. 

EXAMPLIS 

I would like to share with you some examples of Michigan residents who 
have suffered financial burdens, stress, and in some cases, the loss 
of their homes, to companies involved in these practices. 
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In Whitmore Lake, Michigan, we have a case of a 77 -year- old widow who 
could not pay her medical bills and her property taxes . A mortgage 
ccrtppany got her aame from the delinquent tajc role published by the 
Couticy Treasurer's Office. In 1989 this woman received a $12,729.50 
mortgage at over 25% interest. Her monthly mortgage payment without 
property taxes v:n $3^:? per month, while her monthly income was S520 , 
derived solely from social security. The loan had a three year balloon 
payment. At the end of the term she was unable to pay the balance due 
on the loan and the mortgage company refinanced the loan with similar 
terms and the woman defaulted. The mortgage company wrote her a loan 
for the third time Her debt increased from the original Sl2 729.50 to 
S39 500 within eighteen months. This woman actually received only 
54,0€6 from these two additioinal transactions, the rest going to pay 
pointa and administrative fees The equity was sucked out of her home 
and she was propelled into a maelotrom of abject penury 

This senior citizen could not read the mortgage documents she 
apparently signed because of partial blindness and she did not 
understand the mortgage process as she suffers from Miheimer s 
disease and has a third grade education She had neither a checking 
nor a savings account, though ehe did once own her own home free and 
clear. In a court agreement negotiated with the mortgage company, the 
woman had eight months to refinance her total debt so she would not 
lose her home of over forty years. However, she lost her home last 
sumner. 

In Romeo, Michigan, I worked with a 65 year old woman who discovered 
water streaming into her basement. She wa$ worried about this 
condition and called a building contractor to inspect her home. The 
contractor arrived accompanied by a mortgage broker. They told the 
woman that if she did not immediately sign documents she was told were 
to authori=e repairs that her home of 35 years would literally fall 
down The documents she signed were actually mortgage forms, and when 
she attempted to rescind the documents, she was told that the three 
day right of rescission had elapsed. 

Her new mortgage was for $25,000 at 19% interest and she paid 14% of 
the loan amount for processing fees and discount points. Her only 
source of income is her monthly social security check of $900 per 
month. 

In Ann Arbor, Michigan, court documents reveal that an elderly woman 
was solicited for home repairs by a representative of a construction 
company who came to her front door. Thia woman was presented with 
numerous documents authorizing the needed repairs, all of which she 
signed. And she was given copies of all of these papers except one 
which was a mortgage form. The witness on the loan, a vice president 
of the building company, was not present at the signing of the 
mortgage. The building company representative stated in a deposition 
that she checked the box on the mortgage form creating a security 
interest in the woman s honie and witnessed the document 60 the loan 
could be sold to a bank adding that this is the practice of her 
coropeuiy as the bamk likes "the I's dotted and the T's crossed." It 
would seem that the bank, Comerica Bamk, is also a victim in this 
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trartmrti^ya. tuyw^ver, c^hfcy bad <d in d— l ificatlon • i ji e eMiir «riUi tbe 
ti^;^iiii3g coa^^ir/ to ir.*ur« tii*« againat an/ lo«a« due the builders 
•ctioa#. Kitlwot Assign** liability til* type of loan will co n tiw i e to 
be Do^KW pTActlrCe for «ady toistneveee. 

One of Mse iwte luetdlou* wethod* u»e<l ty •ooe ■oixgage cc^pftiiies to 
obtain client* atart* irlth tax purcbaaer*, or tax lien kuywcv. 
Ivrctiaaing tAKee la * big bualMSS ao4 sany coo^aniesH i^nclodljig banka 
Mi flptffcfftge GoeCMni«i. «a v«ll as icdividuals are iovolv«d , The lax 
liaa buyer vlll purctvaae the taxes and get a lien on an individual's 
hoiav. Heatt, they contact the homeowner ajad Infom tbem that unless the 
purchatad taxea •» paid in full, the hoiM will be foreclosed upon. 
The ca» buyer then offer* a deal- -if ^i^** homeowner 1> unatole to pay 
the tttll aaount, the coo^pany will arrange a monthly payment plan that 
vill allow the hoiMomer to stay in their home Because the homeovner 
is desperate to reoain in their hone, the deal ia agreed upon. The tax 
pfurchaaer then re £ era the homeowner to a inortgage con^auy. which the 
tax purchaaer actually owns^ The mortgage co(Hpany will exchange Che 
tax lian tor a mortgage. Again, the mortgage offered ia generally 
double the coaricet rate with v^ry high admin let rat ion and processing 
fsea. The homeowner geta a mortgage they cannot afford to pay and over 
Cine the R^rtgage coo^any forecloaes. 

In Ypsilantl, tHichigan. a 40 -year old inentally disabled man owned a 
home hii mother le*t him "so he would always have a place to live-, 
^t his property taxa* increased more than the disability income he 
racetved from the atatSn and he became delinquent in hie property 
taK«i A property tax purchasing company. Alpha k Coapany, owned by 
the Foote family of Baat Lansing h Michigan, bought hie taxes and 
•KChAMed the tax lian for a mortgage through a finance con^any alac 
OWlMd by the Foote 's named First National Acceptance Corporation. The 
ho— OOTier was paying 15\ under the tax lien, but his new mortgage with 
First IfationsI Acceptance Corpoffttion had an interest rate exceeding 
211. His mortgage payment was $250 a month before property taxes while 
his monthly income was only $220. 

Alpha k Company, First National Acceptance Corporation, and the First 
National Bank of Michigan «re all owned by the Foote family, and this 
muLci faceted empire feeds off the spoils created by tax sales and 
high cost Loans A leading financial analysts reports that First 
National Bank of Michigan is one of the most profitable banks in the 
country. But this synergy is not unique to the Poote family or 
Michigan. :Kflny banks across the country report huge investments in tax 
liana ana speak of the fantastic returns on their high cost loans to 
caaK strapped citizens who will enter into any almost any loan, 
regardless of the terms or disclosures, to save their homes. 

Recently First IQoston Corporation, which is owned by Credit Suisse, 
developed a strategy to purchase all delinquent tax liens for entire 
cities and counties, in effect, we have foreign honkers collecting 
taxes on behalf of American government by either foreclosing on the 
homes of our citizens or taking advantage of their desperation and 
economic vulnerability with high cost loans. This is an unacceptable 
situation. 
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There are many abuses in the non-confozmlng mortgage market, and what 
were once considered usurious mortgages are now allowable under 
current law. Many lower income homeowners are being victimized. We are 
not against non- conforming mortgages, as many serve a legitimate 
purpose. However, we feel that there are consumer protections that can 
be put in place to help protect the low income, vulnerable, and 
disadvantaged from an unchecked and under- regulated segment of the 
banking industry. We recommend the following for your consideration. 



* Define a class of mortgages as high cost loans 

* Repeal exemptions from state usury laws in the Federal Banking 
Statute. 

* Strengthen and clarify the notice of foreclosure prevention 
services existing in current law. 

* Require judicial foreclosure of high cost loans. 

* Amend ^ Older American's Act to require that low income senior 
citizens be referred to social service agencies before their property 
can be foreclosed. 

* Develop assignee liability for purchasers of high cost loans. 



The problems associated with reverse red-lining mortgages are severe. 
States and local governments do not have the resources to grapple 
effectively with these lending problems, and many people are falling 
through the gaping holes in the small safety net that society 
provides. Federal legislative action is needed to help solve the 
problems associated with high cost loans and an abusive mortgage 
system. The practice of reverse red-lining mortgages is threatening 
the sanctity of part of the American Dream, home ownership, for those 
who can least afford it. This activity is wrong, unfair, and unjust; 
it must be stopped. 
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24, 1994 



Thi0 mtMt^mmDt !• maOm oq behalf of Calcasieu Financial 
Service* Corp., Located in Lake Cbarles, Louisiana. Our ccapany 
was founded in 1953 by Bdward H. Taussig, a prosdnent Lake Charles 
businessnan, who used the cosfMuxy as a financial outlet for the 
nuiMrous autcs»bile dealerships that he owned. After the 
dealerships were sold in 1966, the coa^pany was bought out by his 
son, Jastts B. Taussig, and ayself, Frederick H. Reeves, who are 
present owners in a fifty-fifty partnership. 

Since the sale of the dealership we have progressively aoved 
from auto financing to a nore well rounded portfolio of coosuaer 
loans. Our outstandings include, about 100 snail real estate loans 
which we have been making for the last twenty- eight years. As of 
this date, we have not foreclosed on one single home. 

This short history is only to explain that we have performed 
a vital service to our coanunity for over 40 years. Ife feel that 
passage of H.R. 1415 will greatly hinder our ability to msLke small 
real estate loans to customers who fall through the cracks of 
traditional real estate lending. 

The folks that we loan to often have credit problems and do 
not meet the qualifications of standard mortgage companies or 
banks. We provide our service at a reasonable cost because we do 
not have high closing costs including appraisal fees, updated 
abstracts and attorney fees. The small loans that we make simply 
can not afford these added charges. 

Our concern is that because of the auldltional disclosures and 
elimination of rebating prepaid loans by the rule of 78*8, it will 
be almost impossible for us to continue making these small real 
estate loans. It appears that the disclosure section of the bill 
has been addressed by Truth in Lending as well as the RBSPA Act of 
1992 . It seems that we have enough papers to give the customer now 
and additional disclosures will only confuse more than it will 
clarify the transaction to our customers. Rebating by the Rule of 
78 's has been a standard for many years and allows us a little 
extra cost recovery in the early months of a loam. This is 
necessary when dealing with the size loans that we make in our 
office. 

Our reamiendation would be to eliminate loans of sixty months 
or less maturity that do not have a balloon type feature from the 
bill. IVhen a company is extending credit on loans of sixty months 
or less, the additional paper work costs and elimination of the 
Rule of 78 '8 will make it nearly impossible to service the very 
people who need our services most.' 
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TEOTIMOMY OF RQQER J. O'CQNNELL 

My name it Roger J. O'Connell. I have had more than 25 years of 
experience in real estate iending. I spent more than 20 years in income 
property lending, that is construction loans and permenent loans on apartment 
buildings, office buildingsi and shopping centers. I have served as president of 
a mortgage banking company and have been in charge of income property 
lending for a national banlc. 

In 1990, I took a sabbatical from tha banking industry fully intending to 
return. However, I had the opportunity to think about the radical changes that 
were affecting tha banking industry; in particular, all the new regulatory 
restrictions on real estate loans. I recognized that there were far fewer real 
estate lenders than there had been at any time during my career and that there 
were many borrowers who simply could not meet the rigid underwriting 
guidelines applied by banks to real estate loans. More than at any prevtous 
time in my experience, the very reason borrowers needed credit disqualified 
them from obtaining it. 

To take advantage of this market opportunity Lornty investment 
Company was formed in 1991 by me and my partners, Bennett Williams and 
Sue Williams to make real estate k>ans to consumers and businesses. It was 
formed to fill the gap created by the withdrawal or the significant curtailment of 
assat-based real estate lending by banks, credit companies, insurance 
companies and other tradittonal lenders for regulatory, risk, and asset alk>cation 
reasons. 

Lornty's primery lending philosophy is that the borrowers have large 
equities in their real estate, have a plan for repayment, and have the capability 
of lnfH>iementlng that plan. 

This phitosophy has worked. We have raised about 115,000,000 from 
private investors and have closed over 200 loans. We have a 115,000,000 
k>an portfolk). We have an average delinquency of 2.5% and have had only 
three foreclosures in three years. Of the 200 loans, 118 (58%) were to 
consumers, all with poor to average credit. In two of the three forectosures we 
received letters from the borrowers apologizing for the forectosure and thanking 
us for our help and the way we handled the problem. 

A typical profile of a Lornty k>an is a consumer between 35-50 years of 
age, borrowing 1120,000 to either pay off the IRS, pay off credit cards to 
tower their interest rates, or to pey off another lender who Is forectosing. The 
k>8ns are interest only, have a balk>on payment within one to two years, an 
interest rate between 14-1 6% and a toan fee of 2-4%. V\/hy would anyone pay 



-1- 



Digitized by 



Google 



208 



those rates and fees7 The reasons are that traditional financial institutions do 
not make these types of riskier loans and our quick response; i.e., from the 
date the borrower calls to the date of closing is 5-7 days. 

Of the 118 consumer k>ans, over half were mede to borrowers who were 
in the forectosure process and wouki have tost their homes if Lornty had not 
ghren them a k>an. AN but two of these k>ans have been paid off or are now in 
good standing. 

Why It Th^rt A Market For High Intgfst Conaumgr Loans? 

1. Consumers get divorced, family members fight over inheritances. 

2. Consumers k)se their jobs because of industry changes. 

3. Not all consumers have perfect or near-perfect credit, often because of 
circumstances outside their control such as poor health, doctor bills, loss 
of job, etc. 

4. Not all consumers file their tax returns in a timely manner. 

5. Not all consumers succeed in their own business. 

6. Very often family members want to help each other when one of them is 
having a financial problem. 

7. Not all consumers save enough for their children's private school or 
college educations. 

8. Sometimes consumers do not have enough capital to buy or complete 
their dream home. 

9. Sometimes consumers buy a new house thinking their first house will sell 
right away, then run short of money to pay two mortgages. Some of 
these situations put a consumer in a foreclosure situation. 

10. Some consumers have substantial equity in a non-owner occupied rental 
and want to pull out some of that equity for personal use. Banks would 
not make this loan even with perfect credit. 

1 1 . Some consumers have been bankrupt. 
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Of Mfilly f pMkinflf M tonki ar« not in M hsiping buiiniii. 

Mmi 'bank" fMl anatt toani af« mM on WALL ITRiiT, To oyiKfv ^ 
tank loonf , numoroyi formi nood to bo fillod out. boxoi ohookod. roHoi moii 
and M ooniumof muii bo fogulofly omployod and no mora ihan 1/3 of tto 
ooniumof'i inoomo ean ba foqyirod for iho paymonii on iho loan: 

Noifhof Iho bank! nof WALL ITRiiT want to liiton to Iho foaaoni a 
oona umop nooda a loan. If tho eonaumor fiti iho boxoi* a loan it madOs If noti 
Iho loan will ba turnod down. 

In oaeh of thoto iiiyationt, high intofott londoft tuoh at Lormy 
Invoiimont eompany provido eapiial fof bridgo loant lihon tormt to holp aotvo 
Iho pfoblom, if tho borrowof hat tuffioloni oollaiofal and an aooopiablo plan lo 
pay off Iho loan. Thit fillt a void in iho mafkoi plaoo. 

I want 10 givo you tomo real OKamplot of loam providod by Lormy lo 
iolvo foal pfoblomi. Thoio loani afo lypieal of iho kind of loant pfovidod by 
honoiti logitimato high intopoil londofi liko Lomiy. 

1. Mr. and Mri. KVl aro good buiinoii pooplo. Thoy 
oniofod into an onehango and wound up with ihoif dpoam homo. 
Ai pan of Ihoif onehango thoy aiaumod a nolo and owod tho prior 
ownop tho balaneo of ihoif aontfaai IliOiOdOl in a balloon 
paymoni. 

In tho moantimoi tho IR§ aiaimod that Mf. and 
Mfi. KVl owod 170,060 in baok i8K0i and fiiod a lion againit 
Ihoif homo. No bank would lond thorn tho foquifod aapitai to pay 
off tho fifit mofigago and tho IRI. LSRNTY INVi§TMiNT 
eOMPANV did and paid off tha IRI. 

a. Mi. Q wai widowod at agalO. Ihe and hof 
doooaiod huiband had aoquifad a houaa. Lifo iniufanoe pfoeaada 
paid It off. 

Mi. waa omoiionaiiy ineapabia of living in iho 
houio and for tho paai two yoafi had foniad it to itudanti. 
Mi. 01 who waa employodi doeidod that iho waniod to go book to 
iohool 10 got hof dogroo, and to pay-off haf oaf and ofadii eofda. 
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She was about to be an unemployed minority studenti 
Her security was a non-owner occupied rental. No bank would 
make the k>an. LORNTY INVESTMENT COMPANY did, and 
provkJed a full interest reserve so that Ms. G didn't make the 
payments for 18 months. The plan worked. Ms. G finished 
school, got a very good job, then the bank did make the loan and 
pakJ off LORNTY. 

3. Mr. G is an attorney whose son was killed in an 
autonrK>bile accident. For a period of one and a half years he 
couldn't cope and practiced little law. His credit suffered and his 
house was being foreclosed. 

The bank did not want to touch this loan. LORNTY 
INVESTMENT COMPANY helped get Mr. G back on his feet. Our 
loan staved off the foreclosure and paid off credit card bills. His 
home was saved. Today Mr. G is again practicing law on a 
full-time besis. His credit problems are behind him. 

4. Mrs. T's father had suffered for a k>ng period of time 
and eventually died of cancer. He lived in Georgia. 

Mrs. T, who had always been a good saver, used all 
of her savings to help with her father's medical bills and to pay for 
travel back and forth from Seattle to Atlanta. 

Mrs. T fell behind in her house payments and the 
lernJer would not consider her payment plan (servicing had been 
sold). The lender began a foreclosure. 

Mrs. T is a minority and lived in a neighborhood not 
normally looked on with favor by banks. She couldn't get a bank 
loan. LORNTY INVESTMENT COMPANY helped stave off 
foreclosure and pay back medical bills for her father. 

After one and a half years Mrs. T obtained a 
conventional k>an and repaid LORNTY INVESTMENT COMPANY in 
full. 

None of these loans could have been made if HR 3153 was law. The 
k>ans we made to borrowers who were in foreclosure could not have been 
made. In all likelihood those borrowers would have lost their homes. 
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I am kKkidinQ ^^M\ this lastimony, fettBTB from some of our banommi 
giving I — timontoit about the need lor the credit we provide and wWch 
HR 3153 would eiminate. 



The experfenoe of our co mi> a ny is not unique. In Wsiiilwgisn^ CLS 
IMortgage in Spoiune has a $20,000,000 portiolo of hisfhar 1 
tied only two foreclosures last year. Inve st or s IMortgage in 
experience. Uke Lomty, those lenders are HUD a pproved mortgagees. 

AnshrsisofHR31S3 

HR 3153 proposes to amend the Truth In Lending Act by requiring 
special disclosures for and by imposing restrictions on so-caled "high cost 
mortgages." 

If enacted, HR 3153 will eliminate so-called "high cost mortgages" from 
the market, ostensibly in order to protect consumers' equity an their principal 
residences. The proposed legislation, if enacted, will be a classic illustration of 
the law of unintended consequences. Insteed of protecting homeowner's 
equity, it will result in the loss of homes through foreclosure because there will 
not be credit for consumers who do not meet bank underwriting gukleNnes. 

What li a "High Cg>t MortgaggV 

The proposed amendment defines a 'high cost mortgage' as any k>an 
secured by the consumer's home if the 'finance charge' (which includes the 
interest rate on the k>an and the k>an fees and other charges) exceeds tfie one 
year treasury bill rate by more than 10%. Currently, this means that a k>an 
with an interest rate of 11% and k>an fees and charges of 2% wouki be a 
"high cost mortgage." This is conskJerably less than the interest typk:ally 
charged consumers on credit cards whk:h woukJ not be affected by this 
legislatk>n. 

Who Are the Customers for "High Cost Mortaaaes'? 

As a general rule, the customers for these so-called 'high cost 
mortgages' are people who do not qualify for tradittonal bank financing for a 
variety of reasons. They may be between jobs. They may be starting a new 
business and have no assured source of income. They may have unpaM 
income taxes. They may have recently filed bankruptcy or have suffered other 
credit problems. In none of those instances would they qualify for credit from 
traditional banking sources. There are also consumers who simply cannot 
afford to wait for the cumbersome procedures required by most tradittonal 
lenders. 
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The need for non-bank credit has increased dramatically in the last few 
years because of strict appraisal requirements and other underwriting 
restrictions imposed on banks. A typk;al customer for a "high cost mortgage" 
is someone who needs credit in order to stave-off a pending foreclosure, to pay 
income taxes or to provkJe a breathing space for the sale of assets. Often, the 
very reason they need the credit disqualifies them for traditional bank financing. 

Under the proposed legislatton, any consumer who could not qualify for 
real estate financing from tradittonal banking sources would be unable to obtain 
financing. This will inevitably increase the incidence of foreclosures. 

What la thq PurpoM of thg Truth In Lending Act? 

The histork: purpose of the Truth In Lending Act was to ensure the 
informed use of credit by consumers (15 U.S.C. § 1601(a)). The Truth In 
Lending Act attempts to accomplish that purpose by requiring a creditor to 
clearly disclose the cost of the credit and then relying on market competitive 
forces to hokJ down the cost of credit. HR 3153 departs from this historic 
purpose by attempting to (tmhibil so-called "high cost mortgages" rather than 
simply requiring disctosure of their cost. 

What are tha Specifics? 
The proposed legislation: 

1 . Requires the creditor to refund loan fees if the loan is accelerated 
because of the consumer's default, thus giving the consumer a 
financial incentive to default (§ 129(c)). 

2. Prohibits charging an interest rate on default which is greater than 
the stated interest rate on the loan, thus removing a financial 
disincentive to default (§ 129(c)). 

3. Prohibits payment of interest on the k>an out of proceeds of the 
loan (f 129(f)), thus ensuring that any consumer who does not 
have current monthly income sufficient to make the monthly 
peyments will not be able to obtain credit. 

4. Prohibits any home equity loan if there is not a probabllitv that the 
consumer will be able to make the payments (f 129(g)(1)), thus 
prohibiting the extension of credit to those who need time to sell 
assets or find a new job. 

5. Requires the creditor to demonstrate that the consumer 
understands all the disclosures (f 129(g)(2)), thus ensuring that 
honest and competent creditors will not take the risk of extending 
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cf9dH to 8ny but tfw most l o ph ini c j tBd boffowws* who oHwi do 
not nood crodK from non-traditional sourcas anyvvay. 

6« Prohibits paying off a consumar's axisting loan which is not than 
in dafauh out of tha procaads of a naw loan unlass tha n&mr loan is 
at a lowar intarast rata (i 129(g)(3)K thus raguiring a consumsr 
to suffar tha consaquancas of dafauh bafbra arranging financing. 

7. Eliminatas tfia fadaral praamption of stata usury t a str ictions for 
qualifiad lafxlars (such as HUD approvad mortgagaas) wtio maica 
loans sacurad by a first lian on rasidantial raal astata (Saction 3). 

8. Prohibits balloon paymants (f 129(d)), thus requiring avary 
craditor to axtand long-tarm cradK and as a consaquanca driving 
up intarast rates (which ara lower on short-term financing) and 
increasing the monthly payments by requiring anKKtizing payments 
of principal and interest. 

What Will Bg thg Effgct of Thew Rgflulrementt? 

HR 31 53 is a well intentioned attempt to restrict the operation of 
free-market forces. However, rather than reducing the risk of k>ss of homes 
through foreclosure it will significantly increase the risk by eliminating a source 
of credit for consumers who cannot qualify under ever stricter bank 
underwriting guidelines for real estate k>ans. Often, non-tradittonal financing 
sources offer the only way for a consumer to avoid bankruptcy or foreck>sure. 
The kind of loans made by Lornty and other honest, legitimate, high interest 
lenders cannot be made if HR 3153 becomes law. 

For example, many of our loans are made to consumers who do not have 
a source of income to make monthly payments on the loan. Often the very 
reason they need the loan is to give them time to sell assets or to get a iob. 
HR 3153, by prohibiting balloon payments and payment of interest out of k>an 
proceeds, would prohibit all but fully amortizing loans. If the borrower does 
not have a source of monthly income sufficient to make the payments, he/she 
will not be able to get the loan, and thus, will lose his/her home through 
foreclosure. 

The proposed legislation will dramatically reduce the amount of non- 
tradittonal credit and thus increase the inckJence of foreclosure and 
bankruptcies. 
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What Aft Soma AltwnatlYM? 

The impetus for this legislation is the disastrous experience of some 
consumers who were duped into accepting home improvement loans from 
door-to-door solicitors who then sold the loans to institutional investors. 
Because the loans were sold to a 'holder in due course," the consumers could 
not use the misrepresentatiorts of the door-to-door solicitors as a defense to 
foreclosure. Unquestionably there are numerous other examples of 
unscrupulous lenders who use the law to take advantage of unsophisticated 
consumers. 

The problem with HR 3153 is that in an attempt to prevent these 
unscrupulous practices, it also eliminates financing offered by honest lenders to 
needy consumers who understand exactly what they are contracting for. 

We suggest that a better approach would be to attempt to eliminate 
these unscrupulous lenders from the market. One way to do this wouU be to 
exempt "HUD-approved mortgagees" from the effect of the proposed law. 
None of the lenders kJentified in the testimony before the Senate Subcommittee 
or this Subcommittee were HUD approved mortgagees. 

Under present federal law, mortgage lenders who meet certain financial, 
organizattonal and ethk;al standards may be approved by the Secretary of the 
Department of Housing and Urban Development for participation in mortgage 
insurance programs offered under the Nattonal Housing Act (12 U.S.C. § 
1701). Those mortgage lenders are referred to in the industry as 
"HUD-approved mortgagees." To be a HUD-approved mortgagee, a mortgage 
lender must: (1) be a corporation or other permanent organization, with a net 
worth of at least #250,000; (2) maintain adequate staff and facilities to 
originate and service mortgages In accordance with applicable federal 
regulatk>ns; (3) comply with provisions of the Fair Housing Act, the Equal 
Credit Opportunity Act, the Real Estate Settlement Procedures Act, and all 
other federal laws that relate to the lending or investing of funds in real estate 
mortgages; (4) certify annually that they have not been refused a license by 
any state; (5) submit annual audited financial statements upon request by HUD; 
(6) implement written quality control plans that assure HUD of compliance with 
HUD regulations and requirements regarding mortgage origination and 
servicing; (7) maintain liquid assets at least equal to 20 percent of their net 
worth; (8) file annual verification reports with HUD; and (9) obtain fidelity bond 
coverage and errors and omissions Insurance coverage acceptable to HUD. 

No mortgage lender is eligible to be a HUD-approved mortgagee if any of 
their officers, directors, principals or responsible employees have been 
suspended, debarred or otherwise restricted under HUD regulations, indicted 
for or convtoted of any offense involving moral turpitude, or have engaged in 
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unethical or unsound business practices. The Mortgagee Review Board 
established under Section 202(c)(1) of the National Housing Act was 
specifically created to handle administrative actions against HUD approved 
mortgagees and HUD actively polices and prosecutes HUD approved 
mortgagees wfx> engage in dishonest or unethical practices J 

These qualifications and regulatory supervision are sufficient to assure 
that, in almost all instances, a HUD-approved mortgagee will not be engaged in 
the kind of fraudulent and unscrupulous practices HR 3153 is intended to 
prevent. In addition, the elimination of "holder in due course" status for any 
assignee of a high cost mortgage will effectively avoid the possibility of any 
defrauded consumer being unable to raise the fraud as a defense to foreclosure 
of the mortgage. Elimination of holder in due course status for this Icind of 
consumer debt is similar to that already in effect under the FTC Rule 
"Preservation of Consumers' Claims and Defenses," 16 CFR 433.1-433.2. 

We would suggest, therefore, that HR 3153 be amended to exempt 
HUD-approved mortgagees from all provisions of HR 3153 other than the 
elimination of "holder in due course" status for any assignee of a high cost 
mortgage. 

Conclugton 

Recently the Washington State Legislature enacted the Consumer Loan 
Act, which permits interest rates up to 25% for lenders who secure a license 
under the provisions of RCW Chapter 31 .04. The Consumer Loan Act includes 
a specific finding by the legislature as follows: 

'The legislature finds that borrowers who represent a 
higher-than-average credit risic are unable to obtain 
credit except at interest rates higher than permitted 
under other statutory provisions governing interest 
rates for loans. Therefore, it is the purpose of this 
chapter to authorize higher interest rates for certain 
types of loans subject to the conditions and 
limitations contained in this chapter in order to ensure 
credit availability." (RCW Section 31.04.005.) 

That finding embodies the lesson that restricting interest rates and types 
of credit simply takes credit away from those who need it most. The proposed 



^Sm Semiannual report to the Congress, for the period ending September 30« 1993« 
U.S. Department of Housing and Urban Development, Office of the Inspector General. 
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legislation should be carefully designed to eliminate abuses, but not to eliminate 
credit for those who need it nrK>st. 
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jMvary 21. 1994 



Mr. ■•^•r o*€«mm11 
rr«fli«tt«t, Imnty I«^«t*Mt Co. 
214 riftk Avvav* f. 
MattU, «Mki»9tM 99104 



0««K B*««rt 



I aa «ritia« f »4« • ♦•ie« la •yp««ltl«tt «• •. #- ••••*• 

••l«tl«B • 127S mm* O.S. ■•••• •< B«»rM«»tAtlv«« »•»ol•^i•» 



■•••l«tl< 
• JISJ. 

I •p»o«« b«tli« b«e«««« tli«y «oal4 rwMV* • »o«re« off loaAlof 
that is sow iMlpfol to Booy eitisooo oo4 crociol to othors. 

Civoo tiM ojiistl»« Po4orol Iowa, it is oxtroaoly 41fflcolt, 
oxpooslTO mm4 tlao eoooaaiof co borrow aoooy. 

A sooreo off loooo tkot i« ^oiek mm4 •ffflcloot is wry 
•ttroetivo, ovoa tlio«9k it Boy bo ovoiloblo ooly at blfbor 

z waat to poiat oat tliat tlio "bifkor tbaa aoraal* ratoa mm4 
ffooa aro aot aocoaaarily bi«b. 

Iff ratoa aa4 ffoaa aro calcalatod oaly oa mow aoaoy» tbo aetaal 
dollar ooat eaa bo 4ra»atioally lowor tbaa tra4itioaal eoata 
off borroviaf. 

Iff ao appraiaal la ro^«iro4, tbo tiaiaf aa4 eoata off borrowiof 
aro ffartbor MiaiBiso4. 



X bopo tbat yoar offfforta la 



siaeoroly* 
Williaa H. biloy 
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DONALD T. LEABO 
19008 NE198TH 
WOODINVILLE. WA 98072 

January 20. 1994 

To Whom It May Concam. 

This lattar is to stata my viev.s on high cost mortgages and the effect and benefit they 
provide. 

As a recent user of high cost mortgages. I have first hand knowledge of their effect and 
how they work. In the past five years. I left a natk>nal manufacturing firm as a sales 
representative to start my own business with two other partners. Immediately upon 
resignation from this national firm, a major lawsuit was fHed against me and my 
partners. This lawsuit tied up and directed a large amount of capital towards attorneys, 
etc. SirKe I had several real estate hoMings. I was forced to file a Chapter 11 
Bankruptcy so I oouM have erKXjgh tiiDe to sen them without k)osing them through 
fbrectosure. The profits went back into the company in an effort to move forward. I 
was, however, faced with my own personal home refinance which had a baHoon 
payment, which meant a cashout or refinance. 

I approach Lomty Investment Company, a high cost mortgage lender, for help in 
refinance. They put the transaction togettier and made the loan. This meant paying off 
all my Chapter 11 debts and aHowing me to escalate myself out of bankruptcy. TNs 
gave rne a new start wHh orie riuyor debt, that being the k>an from Lornty Investment 

As it tunned out the company's growth was stow. In the Interim. I found out that one of 
my partners had embezzled almost $500,000 in cash and I left the company. I have 
not been able to recoup any tosses. Because of this fraud. I was left with starting all 
over again. This meant not being abto to pay off the Lomty Investment toan and I 
eventually tost the house. 

It is absokjtely imperative that high cost mortgage toans be avaiiabto to situatton like 
mir>e. My ctroumstanoes dictated tfiat I went through hvo fbrectosures on the house I 
Kved in. and without a crooked partner. I wouto have been abto to cashout Lomty 
Investment. What Lomty dto for me was to aNow me the relief I needed to go on with 
my Nfe and reestablish my financial worid. They gave me the hope and relief to take 
myself forward into another successful situation. 

I had contacted many banks. Although I have had absolutely flawless credtt and have 
never beat anyone out of a cent, no financial institutton wouM lend me money, secured 
ornot I couM have 0¥vned my home free and dear and it wouM have not mattered. 
The system is set up for only those who do not need the money. IMine was a situatton 
which transpired outskJe my control. This does not mean I was a bad person or a bad 
Clean nsK. n simply meani i oki noi ran insKie me smci aria strmgent guiaeNnes or me 
system. The high cost mortgage lender fitted the need that no one else oouM. 
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DONALD T. LEABO 
January 20. 1994 
Page 2 



I feel that eliminating this method of borrowing money is a most serious situation. 
There is a huge need which is being fiHed outside the awful guidelines of the banks. 
Please give the people NKe myself at least access to other means of credit and 
borrowing. Without it, many lives will be ruined finandalty. 



for your considerations. 




Donald T. 
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jiUfd^ TC^^ Construction, Inc. 

19606 KHgtMMiy 410 

Bonney Lite. VMi 88390 

(206)862-6877 fax (206) 862-5878 



Jaiiiitty20, 1994 



RoferJ.OComiell 

Lornty InvMlmaiit Comptoy . 

214SthAv«S. 

SemkWA 

DMrRoftr 

I just warn to tliank you for tbe loan you made to me. ' Wi^^ 

have been iUe to iinpfovo my credit and uttiinatdy gat u^^ My 

busiiiess has grown ftom 21 tales in 1992« 43 sales In 1993 and 29 pending to date in 

1994. The 1994 year sbouM weO exceed 7S hones. This ii due in part to your financing 

hdpintfaebeginBing. 

It seems a shsme that sotne legislation miglit prohibit you from maldog sivolar loans to 
others that you made to me. I didn*t Kke your rate or fee but the bottom Ude is that you 
made the loan to me when no one else would Again, a Mg part ofmy success is due to 
lenders lilw yourself wilfing to take a huge risk on peojple like flie. 



If I can help in anyway let me know. 
Sincerely, 

UoydA.Thola 

Thola Consnuction. Inc. 



Digitized by 



Google 



218 



Gary T. WiUii 
1075 B#ll«viia Wav 
Suita 212 
B<iil«vu«. Wft 98004 

?A January 1994 

Lornty Znvaatmant Co. 

Mr. Rodgar O'Connall 

214 5th Ave South Ha: High Coat Mortgages 

Seattle. VIA 96114 Senate Bill #924 

Dear Rodger « 

I am writing thie letter to expreoe my concern over Senare 
Bill Ho. 924. which would reetrict or limit the kind of landin; 
that hao peroonally helped me in the paot . 

When needing to borrow money without delay and unneceaearv 
ecrutinlzlng, I chooee Lorenty Inveetment Co. I found your 
company accofimodatlng and profeeaicnal eo much ao. I'va tie-sj 
your company a oecond time. 

X fliupport your ef forte to defeat Senate Bill No. 924. anri \o 
continue thie type of lending. 
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U.S. aooM of Mpr—MtatiiF— 

laio Loogvorth BMm Offiot intKUng 

WMhingtoii* DC aosio 

DMT Gteizaan muMdart 



TtaAak yoa for your lottor oatliiiiiig rovisiono to B 3103 
vhioh yoa intoiid to npport m ytrt of o MUMfor'o HMndtai 
■oaod SB thm rorUiono outllMA, no axo plooood to load oor 
to your offorto la wmiiiq this logiolotiao ' 



Abooivo loadlM pmotioM 
to vorx 



to work vith yoa tooosd that 9001. Ono m^ to ovoid 



atoooivo londing io to sooalxo bO K TOO OtfO to banro 
' vhloli to " ^ 



ky muen to g op oy a loan, fha too-tiorod 
d«tot-to-iiioaaM triggor aonwipnghoe this affovdoMUty toot. 



wa appiooiato yoor aadoKatandlag of tida 




vnxi 



Digitized by 



Google 



220 

Hol:s£hold International 



March 21, 1994 



Th« Honor abl« Joseph P. K«nn«dy II 

Chairman, Subconaittaa on Consuaar Cradit and Insurance 

Conmittaa on Banking, Finance and Urban Affairs 

U.S. House of Representatives 

604 O'Neill House Office Building 

Washington, DC 20515 

Dear Mr. Chairman : 

Thank you for your letter inviting Household International to 
testify before the Subcondttee on Consumer Credit and Insurance on 
HR 3153, the Home Equity Protection Act. We would also like to 
thank you for giving us the opportunity to work with you on this 
legislation and for being so responsive to our concerns. 

Over a year ago, your Subcommittee held its first hearings on 
the subject of reverse redlining and specific types of abusive 
credit practices. Heartbreaking testimony was heard about the 
results of credit practices of certain second-mortgage lenders and 
third-party originators who targeted poor end working class 
consumers and who charged above market interest rates and/or add-on 
loan fees. There is no defense for these practices. We strongly 
believe, however, that these unconscionable practices are not 
standard business for our Company nor the many other lenders with 
whom we compete. 

However, the practices of a few lenders caused harm to real 
individuals and, as legislators who recognise society's commitment 
to equal housing and credit opportunities, you were compelled to 
move in the direction of additional federal regulation of the home 
equity loan market. We support the direction in which you are 
moving in the manager's amendment described in your letter of March 
17. We note, however, that HR 3153 as introduced was not tightly 
focused and actually went so far that the customers you seek to 
protect %rould have been harmed. We ask you to keep your bill 
tightly focused as proposed in your manager's amendment, and if 
this amendment is adopted as you have outlined, HFC will support 
its enactment by the House of Representatives. 
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HMteholi will IM plMMi U MntiniM U imrtf with the MalMrt 
ei the ayiMMMittM te lehieve i hi-Hrtitin Mniferit uMnteent 
ani vt vtleMM the t pp e rt niiily te work with you ini oonunity 
fftupt !• e^MO ftrevet the Mny ei9«p4tiiM el reverse redlininf . 

ainewely yeurti 

J. Deiiie Oiffeele 
»ef/jeA 
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BrtHjiii^ iifitima oftxperieHte tiuil Ifndtrtlnp m vnv nUtunernmHS, 

March 21, 1994 

The Hbnoiible Joseph P. Kennedy, U 

Chairman, Subcommittee on Consumer CrecHt and Insuanoe 

604 0*Nem House Office Building 

Washington, DC 2QS15 



Dear Mr. Chairman: 

1 am writing to csqircss the siqipait of the American Association of Retired Persons (AARF) 
for the U.R. 3153 Home Equity Pioteodon Act, which we undeniand that you will amend to 
to indudefirovirionf to prelect consuineri of RvenemorlEvges. This change is vital to the 
the continued pfovision of levene mortgage oppo mwi tias to older homeowncn who are 
"house-iich, but cash-poor" and have few other options for ciedii with leaaonable terms. 

An older person*s home is a soitfoa of floooomic security uwdl as emodooaloomfoit For 
most okter homeowners, home equity is the laigcst, if not the only, significant asset 
UgitimatB home equity loans u well u hone equiQr e uu ver sl c a loans can be vaty useful 
financial instnmients te older peo^ who conihwt eqMDSBB diat Ihey cannot meet through 
income and oilier savings. 



Unfortunately, unscnpulous home equity scmn operaton hive prayed on vidnerable older 
persons -* especially in minoriQf communitiei — to steal the equity in their homes tluough 
exortiitant int e rest xates and fbes. These loans are made without the usual regerd ibr Uie 
ability to rq»y the loan and fiequendy result in fbredosuie. Faced witfi debt th^ cannot 
pay, many older persons loae both ttieir homes and tteir lifb savings. 

The provisions of the Home Equity Protection Act wlU limit die tools used by home equity 
scam artists to steal equity Ctom vubierable homeowners. The prohibitBd practices as well as 
the disclosure requirements for high cost loans should greatly curadl die abOiqr of scam 
artists to skin die edges of the law widiout inhiUtiiig kgitimate business piKdces. 



AARP would also like to expiess appreciation to you for woridng witii consumer and 
industry groups to create an exemption from die high cost loan provisions for reverre 
mortgages. BecauseofdiestnictureofrBversBmortgagBs,thQf tend to have ralativdy high 
upfront costs whkAooddiunaidol of dioseproviskms. We understand dnc you will seek to 
add language to exempt reverse mortgages ftom die act and create new, more qipropriate 
disdosure requirements for reverse mortgages panaraed after dioae now used under the FHA 
home equity conversian imunnce demonstration. These requhemenu would promote 
important market ^novations while providing consomen with die kind of hifbrmation needed 



Afficricm AMdiiioii o( Retired rVnmns 601 E Scrcct. N.W. Wuhmsion. D.C. 20049 (202) 424-2277 
LwdaW.BuiffM Fmidm Horace B-Decn £«0tfmINrw«r 
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The Honorable Joseph P. Kennedy, n 
Much 21. 1994 
page 2 



to make meaningful oompariioni among very different typet of teverie mortgagnt. All 
reverse mortgages - whether or not they are linkad to anndties or whether or not they 
charge a percentage of the home's appwriation - could be compared by a table of annual 
interest rates which will reflect all costs and benefits. Only in this way can consumers make 
informed choices among productt to fit dieir needs and rtsooxces. 

The Association commends your leadenhip in crafting this jnqxxiam legislation to cunail 
abusive lending pcactioes and provide affirmative guidance to promising innovations in the 
reverse mortgage industry. If we can be of further assistance on this or other matters, please 
do not hesitate to contact Don Redibot of our Federal AfCurs staff at 434-3800. 

Sincerely, 



Martin Cotry, Director 
Fedend AfSurs 
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Fleet Finance, Inc. 



John 8. PoM(§r 

Chtirman and Chhf Sneulhm Oflfcar 



Ftiadto201-22S-7M) 

Much 21, 1994 



Thfi HononUe JoMph P. Xmin^ 
CMip^n^. s^i hfiy "" "^ f c ftp* CriP * ^i iii r r 

Credit and Innifince 
Committee oo Baoaog, Fimnoe ind Xlibin Affttn 
U.S. House of Rqucteotativef 
Room 604, CNaH Home Office Bnfldiqg 
WA8h]Qgtoii,D.C. 20515 

Re: KR. 3153 

Dear Cheifmin Kenned^ 

On behalf of fleet Vioaiice» « S2.6 UllioD coofumer and mort^^ 
FinanciBl Groi^, Inc. headquaitered m Atlanta, Oeorgia, T ^^ 
the opportunity to ataiit oomincnti on your Iqgialatioa^ th^ 
3153. 



Fleet Frnanee atroi^ aiqn^ortt dear and cActhre diicloiurBi to anure 

informed about crecfittranaaetipna. Althougb we had ftfflind)erofin^Gonceaa about H.R. 

3 1 53 as introdueed, we are greetljr eoooufilged by the reviaiaoa that we underitaiid ^ 

make through a Btfanager^Amendnient when thia bin lanuurM With 

the adoption of theaeprofXMed amaDdmentf, and the leioiutkn of t fisw tecfanM 

we hope to ooodiiie to wofk with you, we believe that H.R. 3 1 53 la t cootfn^^ 

legislation that win proCea bo4i cooaumera and lendeni a^ainBt potentiaUy d)uiK^ 

second moilgi^ ioduitfy and ahould be enacted fflto bw. 



There is also ft gv^M^ <l^ that tbe private sector can do tohe^ and Fleet Fma^ 
Fleet oi yin i i a t i on has en^wricid on an eggressivp *IRm t to ejq)and ita o o nsu m a r aarvioc and 
education progiama. For nataoee^ last year Fleet Fhiance devek)ped a new proyanw in 
conjunction widi the KatioBalConsumen League^ to provide consumers with s ti ij ^^ 
information about crecfit Widi the LeaguaTshdp, we are conducting workshops frit in Georgia 



RMf^toMMtSM* M^tO^91fFMtml^G9llt$tPmk0ay,AilkMk OlO(|^ S09#>fJ0S ^SMSMttF 
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March 21. 1994 

Hoaonble Jot^P. Koonedy 

Page Two 



and Florkia, and later u an itaiat to wirich Fleet Finaoca con(^ 
leam dbout cracfit historiei^ amtgage hoaoi, how to woit wit^ 

fiuoilybiidgetaaiidacccaaqgeradiL Inaddhioii,ItatFiDanda]QrQupiinatiathigooasuiner 
ed u ca t ioii programa througli tha Fleet INCTrY progrant 

1^. Chainiian, wa ooflgnilidate you fiy ipofiaoring ^^ 

whh you u HJL 3153 a ghfeo fiifthar cooiidenttkm hy the House Ban^ 

Coo^neas in the waekB ahead. 



Shxwely, 



Aj|jA,AsM 



W^S.PiMlfcir 



MMrAwivMI) 

o 
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